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;  F  AfiKl'AL  DEPARTMENTAL  REPORT  TO  THE  MAYOR        bQCUiM 

*r   HEALTH  SERVICE  SYSTEM 

llscal  Year  July  1,  1971  ~  June  30,  1972 

HISTORY: 

The  Health  Service  System  was  established  by  Charter  amendment  in  March  of 
1937  arid  has  been  conducting  business  officially  since  October,  19?°*.  In 
19ol(  the  Health  Service  System  became  a  fully  budgeted  department  of  the 
City  of  San  Francisco  and  has  been  operating  within  its  budget  since  that 
time. 

MEDICAL  FLANS  OFFERED; 

Presently,  there  are  four  plans  offered  to  the  membership  at  large.  Plan  Is 
the  City  Administered  Plan;  Plan  H,  Kaiser  Foundation  Health  Planj  Plan  IIIS 
Hospital  Servi.ce  of  California  (Blue  Cross) ;  and  Plan  IV,  the  Bay  Medical  Group. 
Easie  benefits  for  the  City  Administered  Kan  are  processed  and  paid  through 
the  Health  Service  System  office.  Phoenix  Mutual  Life  Insurance  Company  is  our 
underwriter  for  our  major  medical  plan  in  connection  with  the  City  Administered 
Plan.  The  Kaiser  Plan,  considered  to  be  a  comaninity  plan,  underwrites  its  own 
major  medical  contract.  The  Bay  Medical  Plan  provides  medical  benefits  only 
to  approximately  400  of  our  thirty -odd- thousand  active  and  retired  members. 

Tbe  above -named  plane  provide  adequate  and  diversified  coverage  and,  in  most 
instances,  reasonable  premium  rates  to  the  membership. 

HEALTH  SERVICE  BOARD : 

The  Health  Service  Board  is  entrusted  with  the  responsibility  of  providing  the 
best  possible  medical  coverage  at  a  reasonable  cost  to  all  its  members.  The 
Board  presently  is  composed  of  three  members  elected  from  the  membership  at 
large,  two  ex-officio  members  from  City  government,  and  two  members  appointed 
by  the  Mayor  representing  business  interests  in  San  Francisco. 

Employee  Members!   Mr.  Patrick  M.  Breen,  President 
Recreation  and  Park  Department 

Mr.  Daniel  M.  McDonagh 
Controller's  Office 

Mr.  Harry  Paretchan 

San  Francisco  Fire  Department 

Ex~officio  Mpmbsrs:  Mr.  Thomas  A.  Toomey 

Representing  Mr,  Thomas  M.  C'Conuor,  City  Attorney 

Mr.  Robert  H.  Mendelsohn 
Chairman,  Finance  Committee 
Board  of  Supervisors 


Appointed  Members;  Abraham  Bernstein,  M.D. 
Practicing  Physician 

Mr.  Robert  E.  Massing 
Insurance  Executive 

Mr.  Patrick  M,  Breen  has  served  as  President  of  the  Board  for  the  past  two 
years.  He  has  done  an  exceptionally  fine  job  and  it  is  felt  that  the  composi- 
tion of  the  Health  Service  Board  presents  a  very  well-balanced  working  unit. 
There  is  a  close  liaison  established  between  the  City  employee,  City  govern- 
mental officials,  and  dovntc  ti  business  interests. 

RATES; 

The  Health  Service  Board  continues  to  survey  currently  through  a  committee 
structure  comparative  premium  rates  throughout  the  medical  field.  Periodi- 
cally, the  findings  and  changes  uncovered  as  a  result  of  the  survey  are  pre- 
sented to  the  full  Board  for  consideration,  and  are  implemented  in  rate 
changes  at  the  commencement  of  each  fiscal  year.  It  might  be  added  that  the 
Board  is  primarily  responsible  for  setting  the  rates  for  Plan  I  and  for  the 
major  medical  carrier  underwriting  Plan  I.  For  the  remaining  plans  offered, 
it  becomes  the  Board's  responsibility  to  determine  whether  or  not  the  contract 
rates,  as  presented,  are  in  line  with  the  benefits  provided. 

CITY'S  COCTRIHITION  TO  ACTIVE  AND  RETIRED  EMPLOYEES  MEDICAL  INSURANCE 
PREMIUMS; 

The  City  and  County  of  San  Francisco  contributes  $5*00  per  month  as  matching 
funds  to»ard  the  ?ost  of  as  actirc  employee's  medical  insurance  coverage.  It 
should  be  noted  that  this  "matching"  over  the  years  has  been  completely  dis- 
torted. When  the  System  came  into  being  in  1957,  it  was  determined  that  the 
employer  and  the  employee  would  each  contribute  5°^  toward  the  medical  cover- 
age. Due  to  the  manner  in  which  the  matching  funds  are  computed,  this  fifty- 
fifty  relationship  has  been  distorted  to  the  point  where  presently  the  employee 
is  paying  73.^  and  the  employer  is  paying  27%.  A  Charter  amendment  was  presented 
to  the  electorate  on  June  6,  1972,  to  correct  this  inequity;  however,  it  was 
defeated  soundly.  The  City  law-makers  realized  the  existence  of  this  inequity, 
and  Supervisors  Kopp,  Barbagelata,  and  Dorothy  von  Beroldingen  are  presently 
proponents  of  another  Charter  amendment  to  correct  it. 

Tne  City  also  subsidizes  retired  employees.  The  Charter  specifically  states 
that  no  retired  employee  will  pay  any  more  than  bis  active  counterpart.  Re- 
tired subsidy  will  then  fluctuate  as  the  rates  for  the  entire  System  fluctuate. 
As  an  example,  the  rate  for  a  single  member  in  Plan  I  at  the  present  time  is 
Sl5e97  per  month.  The  rate  for  a  retired  single  member  is  $39<>15  Per  month. 
When  the  matching  fund  of  $5.00  is  subtracted  from  the  $15o97  rate,  the  active 
employee  is  paying  $10.97  per  month  out  of  pocket.  His  retired  counterpart 
can  pay  no  more  than  £10.97,  so  subtracting  the  $10.97  payment  by  the  active 
employee  from  the  $39*15  rate  for  the  retired  employee,  we  come  up  with  a 
figure  in  the  amount  of  $28.18  (the  retired  subsidy).  It  is  interesting  to 
note  that  the  City  is  contributing  $28. 18  per  month  to  a  retired  member  and 
contributing  only  $5*CO  per  month  for  an  active  member. 
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MEMBERSHIP  DIVISION: 

The  Membership  Division  of  the  Health  Scivice  System  underwent  a  partial  re- 
organisation during  the  previous  fiscal  year,  and  the  Division  as  reorganized 
is  functioning  very  well.  There  are  presently  some  23,000  active  employees, 
approximately  5»^00  retired  employees,  and  1200  resigned  and  residual  employees, 
When  the  dependents  of  these  groups  are  added,  the  Membership  Division  is 
exercising  control  over  some  6^,000  people. 

A  very  close  liaison  is  established  between  Data  Processing  and  Payroll  Deduc- 
tions. Down  through  the  years,  'as  the  bugs  have  been  ironed  out  of  E.D.P, , 
the  working  conditions  existing  between  Data  Processing  and  this  Membership 
Division  have  been  streamlined  to  a  great  degree.  The  personnel  of  this 
department  have  been  briefed  and  indoctrinated  in  the  working  of  the  Data 
Processing  Center,  and  are  acquainted  with  the  mutual  problems  that  exist 
between  the  two  departments. 

The  Membership  Division  also  works  closely  with  the  Retirement  System  Staff,. 
A  list  of  new  retirees  is  forwarded  to  the  Health  Service  System  monthly. 
The  rate  structure  changes  and  Medicare  membership  must  be  considered;  plan 
selection  is  a  factor;  and,  finally,  starting  off  the  retiree  with  new  pay- 
roll deductions,  etc.,  is  implemented.  This  operation  requires  a  coopera- 
tive effort  between  this  Department,  the  Retirement  System  and  the  Con- 
troller's E.D.P.  Division. 

RULES  AND  REGULATIONS: 

The  Health  Service  Board,  through  its  committee  structure,  over  the  past  years, 
has  completely  re-written  the  rales  and  regulations  concerning  this  System. 
Copies  to  include  current  changes  are  issued  to  each  member  as  the  change 
occurs.  In  addition,  each  member  is  provided  with  a  wallet-sized  digest  of 
the  important  facets  of  the  rules  and  regulations  yearly.  The  two  most  im- 
portant items  would  be  the  month  of  May  sign-up  period  and  the  three  condi- 
tions for  being  exempt  as  a  member  of  the  System:  (l)  adequate  outside 
coverage,  (2)  religious  belief,  and  (j)  annual  salary  in  excess  of  £14,000. 

The  Health  Service  Board  realizes  that  this  is  a  service  system,  and  in  most 
cases  technical  decisions  regarding  the  rules  and  regulations  will  be  resolved 
in  favor  of  the  member. 

CLAIMS  DIVISION: 

This  division  is  responsible  for  the  handling  of  claims  made  against  Plan  I, 
the  City  Administered  Health  Plan,  Plan  I  is  divided  into  two  parts:  basic 
benefit  claims  and  major  medical  claims.  Basic  benefits  are  evaluated  for 
payment  in  this  office  and  are  paid  through  the  Controller's  office  on  a 
weekly  basis.  An  average  of  1200  such  claims  are  processed  each  week,  repre- 
senting an  expenditure  averaging  approximately  $55 » 000.  Major  medical  claims 
are  assembled  in  this  office  and  forwarded  to  the  major  medical  carrier  for 
processing.  Checks  in  payment  of  these  claims  are  returned  to  this  office 
for  distribution.  Weekly  volume  is  about  500  claims  with  a  value  of  about 
$1*0,000.  Average  of  500  claims  per  week  represents  an  increase  of  200$  over 
the  average  for  the  past  two  years.  This  increase  has  resulted  from  the 
actions  of  the  Health  Service  Board  in  reducing  the  major  medical  corridor 
(deductible)  successively  from  $200  to  8100  to  $75.00.  As  such  reduction 


results  in  an  increase  in  the  claims  to  be  handled  and  increases  the  attendant 
clerical  and  administrative  workload,  the  present  status  of  this  function  is 
not  satisfactory;  there  has  been  no  budgetary  adjustment  in  connection  with 
this  200/6  decrease  in  workloads  Claims  continue  to  be  higher  each  year,,  both 
as  to  dollar  amount  per  claim  and  number  of  individuals  who  f iad  it  necessary 
to  file  for  catastrophic  insurance » 

The  Claims  Division  maintains  close  contact  with  the  Compensation  Division  of 
the  Retirement  System  -  in  the  event  an  application  for  determination  before 
the  Retirement  Board  is  approved,  i.e.,  an  injury  has  been  determined  to  be 
industrially  caused.  When  Medicare  bills  have  been  paid  by  the  Health  Service 
System,  a  lien  is  placed  on  the  settlement  for  the  purpose  of  recovering  monies 
expended.  This  operation  requires  very  close  surveillance  by  Health  Service 
System  staff  on  this  phase  of  Retirement  System  activity. 

PUBLIC  HEARINGS: 


In  accordance  with  Charter  provisions,  a  public  hearing  was  held  January  25, 
1972.  Members,  both  active  and  retired,  organization  representatives,  and 
visitors  were  on  hand  to  offer  comments,  suggestions  and,  in  some  instances, 
complaints  and  criticisms  of  the  System.  Representatives  from  the  three  out- 
side plans  were  present,  and.  many  of  the  questions  were  directed  to  representa- 
tives of  Kaiser,  Blue  Cross  and  Bay  Medical.  The  President  of  the  Board,  Mr. 
Patrick  M.  Breen,  reviewed  the  System's  previous  year's  operations;  and  Mr. 
Juan  B.  Rael  of  the  firm  of  Rael  and  Letson,  the  System's  Actuaries,  commented 
on  the  rates,  the  coverages,  and  the  gain  and  loss  specifics  of  the  preceding 
year.  The  employee  organizations  were  outspoken  in  their  praise  for  the 
System  generally,  and  several  improvements  were  recommended,.  The  main  issue 
seemed  tc  he   marisrura  coverage  with  maniamm  cost. 

ACTUARIAL  STATDS; 

Juan  B,  Rael,  Jr.,  our  full  time  Actuary,  presents  a  detailed  report  monthly 
with  up-to-date  figures  and  presentations  for  all  financial  trends  and  trans- 
actions of  the  System.  His  report  monthly  and  year  to  date  include  Plan  I 
basic  benefits,  major  medical,  particularly,  and  general  reference  by  com- 
parison is  made  to  the  other  three  plans,  Kaiser,  Blue  Cross,  and  Bay  Medical. 

The  Actuary  reports  that  the  System  is  functioning  well  within  its  budget  and 
well  within  the  rate  schedule  presently  in  effect,.  Mr.  Rael  further  stated 
that  the  retention  and  cost  of  operating  the  major  medical  coverage  under  an 
insurance  carrier  amounts  to  in  excess  of  $75,000  annually,  which  points  to 
the  fact  that  it  would  be  profitable  to  the  City  if  the  Health  Service  System 
were  to  underwrite  its  own  major  medical  plan. 

ANALYSIS  OP  SYZim   FROM  MEDICAL  VIEWPOINT; 

The  years  1971  and  1972  \\?ere  years  marked  with  great  challenges  presented  to 
the  medical,  profession  and  all  deliverers  of  health  care.  The  concept  that 
adequate  medical  care  was  a  right  of  the  individual  became  paramount  and 
various  forms  of  health  care  delivery  to  implement  this  belief  were  con- 
sidered and  discussed. 

The  development  of  medical  foundations,  Health  Maintenance  Organizations 
(HMO'S),  and  peer  review,  both  for  medical  care  and  hospital  utilization, 


continued  apace.  In  all  of  these  fields,  the  Health  Service  System  has  main- 
tained close  interests  and  developed  lines  of  communication  with  basic  plans. 
In  addition,  we  have  been  active  in  the  Alliance  for  Health  Care,  a  Federally 
funded  study,  involved  in  a  determination  of  the  best  means  of  utilization  of 
the  community  health  facilities. 

The  Health  Service  System  with  Plan  I  is  in  a  unique  and  most  satisfactory 
position  to  obtain  the  best  and  most  economically  reasonable  care  for  our  City 
employees  and  their  dependents.  The  System,  through  its  experience,  has  a 
fund  of  knowledge  of,  and  actuarial  studies  to  support,  the  costs  of  various 
facets  of  health  coverage.  We  are  in  position  to  advise,  accept,  reject,  or 
compromise  with,  all  plans  that  are  presented  to  us.  We  are  never  in  the 
position  of  having  to  accept  a  contract  that  we  feel  is  actually  unsound  or  too 
expensive,  as  Plan  I  is  always  available  in  that  situation.  We  feel  that  we 
are  one  of  the  very  few  groups  to  enjoy  this  safety  valve. 

Certainly  there  are  areas  which  require  improvement.  No tiling  is  ever  perfect. 
Dental  care,  extended  care  coverage,  increased  psychiatric  benefits,  alcohol- 
ism as  a  disease,  preventive  medicine,  increased  use  of  out-patient  facilities, 
all  have  been  discussed.  Certain  benefits  that  we  felt  were  indicated  were 
prepared  and  forwarded  in  ordnance  form  late  in  June  of  1972  to  become  effec- 
tive on  or  about  September  1,  1972,  with  no  increase  in  rates  to  members.  To 
maintain  a  reasonable  cost  factor,  it  becomes  necessary  to  utilize  peer  re- 
view and  control  of  hospital  usage.  We  feel  this  will  become  necessary  as 
more  and  more  suppliers  of  health  care  adopt  it  and  it  becomes  more  or  less 
common  practice.  It  is  already  an  integral  part  of  Medicare,  and  certainly 
it  will  be  included  in  any  plan  that  is  in  whole  or  in  part  the  recipient  of 
Federal  funds. 

The  above  observations  were  taken  from  a  report  submitted  to  the  Executive 
Director  by  Dr.  J.  T.  Fitzgerald,  M,D. ,  Medical  Advisor  of  the  Health  Service 
System. 

GENERAL  ACCOUNTING  INFORMATION  AND  BUDGETARY  COMPARISONS; 

The  estimated  revenues  from  members'  contributions  per  budget  adopted  for 
the  fiscal  year  1971-1972  were  86,910,186.00. 

The  revenues  received  from  members'  contributions  per  E.D.P. 's  computer 
runs  for  fiscal  year  ending  June  30,  1972,  were  §8,589,188.67.  Please  refer 
to  "The  Health  Service  System's  Statement  of  Revenue  and  Expenditures  for  Fiscal 
Year  1971-197?-."  (Exhibit  A) 

The  actual  expenditures  for  fiscal  year  1971-1972  consisting  of  payments 
for  medical  claims  from  Plan  I,  City  Administered  Plan,  premium  due  payments 
to  Phoenix  Major  Medical  Health  Plan,  Kaiser  Foundation  Health  Plan,  Blue  Cross 
Hospital  Service  Plan  and  Bay  Medical  Health  Plan,  totaled  $10,606,557.02. 

The  difference  between  revenues  received  from  members'  contributions  and 
that  of  actual  expenditures  for  fiscal  year  1971  -  1972  was  offset  by  the  City 
Matching  fund,  the  Retired  Subsidy  fluid  and  the  Health  Service  System's  interest 
received  on  certificated  deposits  plus  the  reserve  carried  forward  from  the 
preceding  fiscal  year. 


The  Health  Service  System  presently  holds  a  contingency  reserve  account  in  the 
amount  of  Sls600, 000.00  on  certificated  deposits  with  local  banks.  The  maturity 
dates  on  these  deposits  are  staggered  in  the  light  of  availability  and  obtaining 
the  highest  yield  rates. 

Please  refer  to  "Comparison  of  Expenditures  with  Budget  Appropriations  for  Fiscal 
Year  1971-1972"  shown  as  Exhibit  B. 

KECgBra.'DATIONS; 

At  the  tiae  of  this  report,  it  appears  to  the  Director  that  the  operation  and 
scope  of  the  System  could  be  improved  in  several  ways: 

1.  Increase  in  Table  of  Organization 

An  increase  in  the  claims  processing  staff  has  become  a  necessity.  The  work 
load  has  reached  a  point  where  the  illness  or  loss  of  one  person  can  at  times 
cause  an  undesirable  backlog  and  delay  in  payment  of  claims. 

2.  A  Good  Dental  Plan 

Without  such  a  plan  at  a  reasonable  cost,  health  coverage  cannot  be  accepted 
as  adequate.  We  have  none  at  this  time. 

3.  Closer  Accounting  Control 

An  autonomous  accounting  department  is  a  necessity  for  an  operation  such  as 
the  Health  Service  System.  The  inflow  and  outflow  of  receipts  and  disburse- 
ment- is  such  that  a  current  aiid  readily  available  financial  position  is 
mandatory. 

k,   Pndeinyiting  the  Major  Medical  Claims 

The  possibility  of  carrying  our  own  major  medical  coverage  should  be  inves- 
tigated in  depth.  Though  additional  personnel  would  probably  be  necessary, 
it  is  felt  that  their  cost  could  be  absorbed  by  the  savings  in  administration, 
and  any  additional  savings  be  passed  on  to  the  operation  of  the  System  or  to 
extension  of  benefits. 

EXECUTIVE  DIRECTOR'S  STATEMENT: 

I  must  express  my  sincere  appreciation  for  the  abilities  and  loyalty  of  the  entire 
staff  of  the  Health  Service  System,  without  whose  cooperation  it  would  have  been 
extremely  difficult  for  me  during  the  early  months  in  this  new  position. 


HEALTH  SERVICE  SYSTEM 
COMPARISON  OF  EXPENDITURES  WITH  ORIGINAL 
BUDGET  APPROPRIATIONS  FOR  FISCAL  YEAR  1971-1972 


APPROPRIATION 

ORIGINAL 

EXPENDITURES 

DIFFERENCES 

FOR 

BUDGET 
APPROP. 

Permanent  Salaries 

255,323 

235,9^3 

19 < 380 

Overtime 

1,500 

1,383 

117 

Temporary  Salaries 

6,000 

5,805 

195 

Fees  and  Other  Compensations 

250 

116 

13^ 

Contractual  Services 

1^,622 

13,700 

922 

Use  of  Employees'  Cars 

30 

173 

-  Ik3 

Materials  and  Supplies 

2,910 

2,75^ 

156 

Equipment 

196 

190 

6 

Fixed  Charges 

530 

280 

250 

Services  of  Other  Depts. 

13^,78^ 
Jfl6,l45 

133,784 

394, 128 

1,000 

TOTALS 
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^  ANNUAL  DEPARTMENTAL.  REPORT  TO  THE  MAYOR 

M 

-2>  HEALTH  SERVICE  SYSTEM 

Fiscal  Year  July  1,  1972  -  June  30,  1973 

HISTORY: 

The  Health  Service  System  was  established  by  Charter  amendment  in  March  of 
1937  and  has  been  conducting  business  officially  since  October,  1933.      In 
1961,  the  Health  Service  System  became  a  fully  budgeted  department  of  the 
City  of  San  Francisco  and.  has  been  operating  within  its  budget  since  that 
time. 

MEDICAL  PLANS  OFFERED: 


Presently,    there  are  three  plans  offered  to  the  membership  at  large.      Plan  I, 
the  City  Administered  Plan;   Plan  II,   Kaiser  Foundation  Health  Plan;    and  Plan 
III,  Hosptial  Service  of  California  (.  31ue  Ci-oss).     At  the   beginning  of  the 
fiscal  year,    a  fourth  Plan  bad  been  offered,   the  Bay  hbdical  group  which 
cancelled  its  contract  with  the  City  at.d  County  of  Sen  Francisco  effective 
April  1,  1973.      All  members  of  this  Plan,    by  Board  action,   were  automatically 
transfered  to  Plan  I.      Basic  benefits  for  the  City  Administered  Plan  are 
processed  and  paid  through  the  Health  Service  System  office.      Phc^nix  Mutual 
Life  Insurance  Company  is  our  underwriter  for  oixr  major  medical  plan  in 
connection  with  the  City  Administered  Plan,      The  Kaiser  Plan,    considered  to 
be  a.  community  plan,  underwrites  its  own  major  medical  contract. 

iiic  d^ov^- itfuT.ea  p_i_aiis  pi'OTido  aaeo_ua~o5  anci  di.ver3xi^ea  covera^^  and,    xn  mosv 
instances,   reasonaole  premium  rates  to  the  membership. 

HEALTH  SERVICE  BOARD: 

The  Healtn  Service  Board  is  entrusted  with  the   responsibility  of  providing  the 
best  possible  medical  coverage  at  a  reasonable  cost  to  all  its  members.      The 
Board  presently  is  composed  of  three  members  elected  from  the  membership  at    , 
large,   two  ex-officio  members  from  City  government,   and  two  members   appointed 
by  the  Mayor  representing- business   interests   in  San  Francisco, 

Employee  Meirbers;       Mr.    Patrick  M.    Breen 

Recreation  and  Park 'Department 

Mr.    Daniel  M.   McDonagh 
Controller's  Office 

Mr.  Harry  Paretchan 

San  Francisco  Fire  Department 

Ex-Officio  Members:   Mr.    Thomas  A.    Toomey 

Representing  Mr.    Thomas  M,   O'Connor,   City  Attornej 

Mr.   Robert  H.   Mendelsohn 
Chairman,    Finance  Committee 
Board  of  Sup ^rvisors 
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Appointed  Members:   Abraham  porr.r.te:'r.,   M.D. 
Practicing  Physician 

Mr.    Robert  E.   Hassing,  President 
Insurance  Executive 
Clever  don  &  Company 

It  is  felt  that  the  composition  of  the  Health  Service  Board  presents  a  very 
well-balanced  working  unit.      There   is  a  close  liaison  established  between  the 
City  employee,    City  governmental  officials,   and  downtown  business  interests. 

RATES: 

The  Health  Service  Board  continues  to   survey  currently  through  a  committee 
structure  comparative  premium  rates  throughout  the  medical  field.      Periodi- 
cally,  the  findings  can  changes  uncovered  as  a  result  of  the  survey  are  pre- 
sented to  the  full.  Beard  for  consideration,   and  are   implemented  in  rate 
changes  at  the  commencement  of  each  fiscal  year.      It  might  be  added  that  the 
Board  is  primarily  responsible  for  setting  the  rates  for  Plan  I  and  for  the 
major  medical,  carrier.      For  the   remaining  plans  offered,    it  becomes  the 
Board's  responsibility  to  determine  whether  or  not  the   contract  rates,   as 
presented,  are  in  line  with  the  benefits  provided. 

CITY'S  CONTRIBUTION  TO  ACTIVE  AND  RETIRED  EMPLOYEES  MEDICAL  INSURANCE 
PREMIUMS: 

The   City  and  County  of  San  Francisco  contributes  $5.00  per  month  as  matching 
funds  toward  the  cost  of  an  active  employee's  medical  insurance  coverage.      It 
should  he  noted  that  this  "matching"  ever  tho  years  has  been  completely  dis- 
torted.;    When  the  Systsn:  came  ir.to  being,    it,  was  determined  that  the 
employer  and  the   employee  would  each  contribute  50%  tcward  the  medical  cover- 
age.     Due  to  the  manner  in  which  the  matching  funds  are   computed,   this  fifty- 
fifty  relationship  has  been  distorted  to  the  point  where  presently  the  employee 
is  paying  T}%  and  the   employer  is  paying  27$.      A  Charter  amendment,  was  presented 
to  the  electorate  on  June  6,   1972,    to.  correct  this   inequity;   however,    it  was 
defeated  soundly.      The  City  law-makers   realized  the   existence  of  this   inequity, 
and  Supervisors  Kopp,    Barbagelata,    and  Dorothy  von  Beroldingen  again  presented 
Proposition   '0'   to  the  electorate   in  November  of  1972,   and  this  time  it  received 
the  required  majority  for  passage.      The  successful  passage  of  Proposition    '0' 
requires  that  the  City  and  County  of  San  Francisco  will  pay  effective   July  1, 
1973,   50$o  of  the  average  amount  being  paid  by  the   10  most  populous  counties 
in  the  state  and  effective  July  1,    1974,   100$  of  this  average. 

RETIRED  SUBSIDY: 

The  City  also  subsidizes  retired  employees.     The  Charter  specifically  states 
that  no  retired  employee  will  pay  any  more  than  his   active  counterpart.      Re- 
tired subsidy  will  then  fluctuate  as  the  rates  for  the  entire  System  fluctuate. 
As  an  example,   the  contract  rate  for  a  single  member  in  Plan  I  for  the  fiscal 
period  is  $15.97  per  month.      The  rate  for  a  retired  single  member  is   $39.15  per 
month.     When  the  matching  fund  of  $5.00  is  subtracted  from  the   $15.97  rate, 
the  active  employee   is  paying  $10.97  per  month  out  of  pocket.      His   retired 
counterpart  can  pay  no  more  than  $10.97,    so  subtracting  the  $10.97  payment  by 
the  active  employee  from  the  $39.15   rate  for  the  retired  employee,   we  come  up 
with  a  figure  in  the  amount  of  $28.18  (the  retired  subsidy).  It  is  interesting 
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to  note  th-i.t  the  City  is  contributing  $28.18  p^r  month  to  a  retired  ~.s  T.be.r  and 
contributing  only  $5.00  per  month  for  an  active  member. 

MEMBERSHIP  DIVISION; 

The  Membership   Division  of  the  Health  Service  System  undcjv:?»it  a  partial  re- 
organization during  the  previous  fiscal  year,   and.  the  Division  as  reorganized 
is  functioning  very  well.      There  are  presently  some  23,000  active   employees, 
approximately  5,900  retired  employees,    and  1200  resigned  and  residual  employees. 
V/hen  the  dependents  of   these  groups  are  added,    the  Membership  Division  is 
exercising  control  over  some  66,000  people. 

A  very  close  liaison  is  established  between  Data  Processing  and  Payroll  Deduc- 
tions.     Down  through  the  years,   as  the   bugs  heve   been  ironed  out  of  E.D.P. , 
the   working  conditions  existing  between  Data  Processing  and 'this  Membership 
Division  have  been  streamlined  to  a  great  degree.      The  personnel  of  this 
department  have  been  briefed  and  indoctrinated  in  the  working  of  the  Data 
Processing  Center,   and  are  acquainted  with  the  mutual  problems  that  exist 
between  the  two  departments. 

The  Membership  Division  also  works   closely  with  the  Retirement  System  Staff. 
A  list  of  new  retirees   is  forwarded  to   the  Health  Service   System  monthly. 
The  rate  structure  changes  and  Medicare  membership  must  be   considered;    plan 
selection  is  a  factor;    and,   finally,    starting  off  the  retiree  with  new  pay- 
roil  deductions,    etc.,   is   implemented.      This  operation  requires  a  coopera- 
tive  effort  between  this  Department,    the  Retirement  System  and  the  Con- 
troller's E.L'.P.   Division. 

RULES  AND  REGULATIONS: 

Axle   - ■  ^ "■ '  '■'•  ^ervicc  ijo&ro.,    wi*i~u"jgii  x^s   cciujiXooct;  ouiuuuuxc,    ovsi'  \tiiij  pj,ov  .y^cii'd, 
has  completely  re-written  the  rules   and  regulations  concerning  this  System.- 
Updated  copies  to   include  current  changes  are   issued  periodically  to  each 
member.      In  addition,    each  member  is  provided  with  a  wallet-sized  diges„  of 
the   important  facot3  of  the   rules  and  regulations  yearly.      The  two  most  - 
important  items  would  be   the  month  of  May  sign-up  _ period  and  the  three   condi- 
tions for  being  carried  in  an  Exempt  status  in  the  System:     (  1 )  adequate  out- 
side coverage,  (2)   religious  belief,    end  (3)   annual  salary  in  excess  of  §14,000. 

The  Health  Service  Board  realizes  that  this  is  a  "service   system','  and  in  most 
cases  technical  decisions   regarding  the  rules  and  regulations  will  be   resolved 
in  favor  of  the  member. 

CLAIMS  DIVISION: 

This  division  is   responsible  for  the  handlijig  of  claims  made  against  Plan  I, 
the   City  Administered  Health  Plan.      Plan  I  is  divided  into  tv/o  parts:      basic 
benefit  claims  and  major  medical  claims.      Basic  benefits   are  evaluated  for 
payment  in  this  office  and  are  paid  through  the  Controller's  office  on  a 
weekly  basis.     An  average  of  1200  such  claims  are  processed  each  week,    repre- 
senting an  expenditure   averaging  approximately  §55,000.      Major  medical  claims 
are  assembled  in  this  office  and  forwarded  to  the  major  medical  carrier  for 
processing.      Checks   in  payment  of  these  claims  axe  returned  to  this  office 
for  distribution.      Weekly  volume   is   about  300  clains   with  a  value  of  about 
§40,000.     Average  of  300  claims  per  week  represents  an  increase  of  200^  over 
the  average  for  the  past  two  years.      This   increase  ha's  resulted  from  the 
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actions  of  the  Health  Seivice  Board  in  reducing  the  major  medical  corridor 
(deductible)  successively  from  $200  to  5100  to  575.CO.  A3  such  reduction 
results  ii.  an  increase  in  the  claims  to  be  handled  and  increases  the  attendant 
clerical  and  administrative  workload,  the  present  status  of  this  function  is 
not  satisfactory;   there  has  been  no  budgetary  adjustment  in  connection  with 
this  20C£!  increase  in  workload,  i.e.,  no  new  positions  have  been  allowed. 
Claims  continue  to  be  higher  each  year,  both  as  to  dollar  amount  per  claim 
and  number  of  individuals  who  find  it  necessary  to  file  for  catastrophic 
insurance. 

The  Claims  Division  maintains  close  contact  with  the  Compensation  Division  of 
The  Retirement  System  -  in  the  event  an  application  for  determination  before 
the  Retirement  Board  is  approved,  i,e.,  an  injury  has  been  determined  to  be 
industrially  caused.  When  Medical  bills  have  been  paid  by  the  Health  Se:~vice 
System,  a  lien  is  placed  on  the  settlement  for  the  purpose  of  recovering  monies 
expended.   This  operation. requires  very  close  surveillance  by  Health  Service 
System  staff  on  this  phase  of  Retirement  System  activity. 

PUBLIC  HEARINGS: 

In  accordance  with  Charter  provisions,  a  public  hearing  was  held  January  18, 
1973.  Members,,  both  active  and  retired,  organization  representatives,  ai.d 
visitors  were  on  hand  to  offer  comments,  suggestions  and,  in  some  instances, 
complaints  and  criticisms  of  the  System.   Representatives  from  the  three  out- 
side plans  were  present,  and  many  of  the  questions  were  directed  to  representa- 
tives of  Kaiser,  Blue  Cross,  and  Bay  Medical.   The  President  of  the  Board,  Mr. 
Robert  E.  Hassing,  reviewed  the  System's  previous  year's  operations;  and  Mr. 
Juan  B.  Rael  of  the  firm  of  Rael  and  Letson,  the  System's  Actuaries,  commented 
on  t.Vifi  rates,  the  coverages,  and  the  ^ain  and  loss  specifics  of  the  preceding 

System  generally,  and  several  improvements  were  recommended.   The  main  issue 
seemed  to  be  maximum  coverage  with  minimum  cost. 

ACTUARIAL  STATUS: 

Juan  3.  Rael,  Jr.,  our  full  time  Actuary,  presents  a  detailed  report  monthly 
with  current  figures  for  all  financial  trends  and  transactions  of  the  System^ 
His  report  monthly  and  year  to  date  include  Plan  I  basic  benefits,  major 
medical,  particularly,  and  general  reference  by  comparison  is  made  to  the 
other  three  plans,  Kaiser,  Blue  Cross  and  Bay  Medical. 

It  should  be  noted  for  this  fiscal  period  the  Health  Service  System  enjoyed 
a  100/5  loss  ratio,  i.e.,  all  the  revenue  coming  in  here  expended  on  a  equal 
basis  for  medical  benefits  and  service  for  our  membership.   This  is  a  very 
difficult  plateau  to  reach  in  a  municipal  reserve  type  system.   It  should  be 
further  noted  that  this  actuarial  result  was  attained  with  no  accompanying 
rate  increase. 

ANALYSIS  OF  SYSTEM  FROM  MEDICAL  VIE'JPOINT: 

In  the  field  of  health  care  the  year  1972  -  1973  was  again  one  of  searching 
and  evaluation.   The  more  economical  delivery  of  care  through  Health  Main- 
tenance Organizations  (HMO'S),  was  still  being  debated.  Peer  Review  and  the 
use  of  Foundations  for  the  better  utilization  of  available  facilities  and 
physicians  service  wa^  an  active  issue. 

Tne  establishment  of  and  the  extent  of  coverage  under  the  Federal  Gcvemnent 
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was  actively  be^Lng  considered  and  discussed.  What  the  future  will  be  for  the 
delivery  of  health  survices  is  still  in  a  bit  of  a-  turmoil. 

The  Health  Service  System-  is  maintaining  a  close  study  of  the  various  currents 
as  they  develop  and  is  holding  an  open  mind  as  to  which  would  bg  most  beneficial 
to  its  members.  How  some  type  of  Federal  Coverage  would  alter  the  mechanics 
of  our  plans,  we  have  no  way  cf  anticipating. 

The  increasing  use  of  invasive  studies  of  the  heart  and  vascular  system  and 
the  increased  number  of  surgical  procedures  in  .the  cardo  vascular  system;  and 
the  rapid  development  of  complete  reconstruction  of  the  hip  joint  are  all 
causing  larger  expenditures  of  our  funds,  both  professionally  and  for  hospi- 
talization. 

We  are  doing  much  to  meet  the  challenge.   Our  hospital  allowance  has  been  in- 
creased from  $65.00  per  day  to  £30. 00,  a  23^  increase,  duration  of  coverage 
to  180  days  and  auxilliary  hospital  costs  to  1600. 00  per  year.  Maternity 
costs  were  re-evaluated  in  the  light  of  present  day  costs  and  a  reasonable 
allowance  of  $200.00  toward  hospital  charges  and  $200.00  for  professional  fees 
was  instituted.  Ue  feel  that  this  last  change  will  be  a  boon  to  the  younger 
City  and  County  employees  who  are  starting  their  families» 

The  general  statements  which  I  made  in  my  earlier  1971  -  1972  report  I  feel 
are  still  valid.  It  is  unfortunate  that  the  alliance  for  Health  Care  is  no 
longer  active  as  it  was  a  source  of  information  and  a  place  to  exchange  ideas. 

GENERAL  ACCOUNTING  INFORMATION  AHD  BUDGETARY  COMPARISONS : 

for  fiscal  year  ending  June  30,  1973  were  P9, 576, 583. 95.   r'lease  refer  "00 
"Health  Service  Systems  Statement  of  Revenue  and  Expenditures  for  Fiscal 
Year  1972  -  1973"  shown  as  Exhibit  B.   Particular  attention  is  called  to  the 
total  revenue  available  column. 

The  actual  expenditures  for  fiscal  year  1972  -  1973  consisting  of  payments 
for  medical  claims  for  Plan  I  -  City  Administered  Plan,  premiums  due  Phoenix 
Mutual  Life  Insuranc?  Company  our  Major  Medical  contract  underwriter,  Kaiser 
Foundation  Health  Plan,  Blue  Cross  Hospital  Service  Plan  and  Bay  Medical  Health 
Plan  totaled  $11,594,638.65. 

The  difference  between  revenues  received  frc-m  members  contributions  and  that 
of  actual  expenditures  for  the  fiscal  year  was  offset  by  the  City  Matching  fund, 
the  Retired  Subsidy  fund  and  the  Health  Service  System's  interest  received  on 
certificated  deposits  plus  the  reserve  carried  forward  from  the  preceeding 
fiscal  year. 

The  Health  Service  system  presently  holds  a  contingency  reserve  account  in 
the  amount  of  $1,600,000.00  on  certificated  deposits  with  local  hanks, 
The  maturity  dates  on  those  deposits  are  staggered  in  the  light  of  availability 
and  obtaining  the  highest  yields. 


?le&se  refer-  to- Comparison  of  Expenditures  with  Budget  Appropriations  attached 
and  incorporated  in  this   report  as  Exhibit  A» 

RECOMMENDATIONS: 

At  the  time  of  this   report,    it  appears  to  the  Director   that  the  operation  and 

scope  of  the  System  cuuld  be   improved  in  several  ways: 

1.  Increase   in  Table  of  Organization 

An  increase   in  the  claims  processing  staff  has   become  a  necessity.      The  work 
load  has   reached  a  point  where  the   illness  or  loss  of  one  person  can  dt 
times  cause  an  undesirable  bacliog  and  delay  in  payment  of  claims. 

2.  Closer  Accounting  Control 

An  autonomous  accounting  department  is  a  necessity  for  an  operation  such  as 
the  Health  Service  System.   The  inflow  and  outflow  of  receipts  and  disburse- 
ments is  such  that  a  current  and  readily  available  financial  position  is 
mandatory. 

3.  Underwriting  the  Major  Medical  Claims 

The  possibility  of  carrying  our  own  major  medical,  coverage  should  be  inves- 
tigated in  depth.   Though  additional  personnel  would  probably  be  necessary, 
it  is  felt  that  their  cost  could  be  absorbed  by  the  savings  in  administra- 
tion, and  any  additional  savings  be  passed  on  to  the  operation  of  the  Systen 
or  to  extension  of  benefits. 
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HEALTH  SERVICE  SYSTEM 
COMPARISON  OF  EXPENDITURES  WITH  ORIGINAL 
BUDGET  APPROPRIATIONS  FOR  FISCAL  YEAR  1972  -  1973 


APPROPRIATION 

ORIGINAL 

FOR 

BUDGET 

APPROP, 

Permanent  Sala  ries 

265,481 

Ove  rtime 

1,300 

Temporary  Salaries 

2,500 

Fees   and  Other  Compensat 

.ions     150 

Contractual  Services 

9,473 

Use  of  Employee's  Cars 

30 

Materials  and  Supplies 

2,800 

Equipment 

300 

Fixed  Charges 

250 

Services  of  Other  Depts. 

125,332 

TOTALS 

407.616 

EXPENDITURES 


DIFFERENCES 


241,800 

23,681 

1,300 

-0- 

1,445 

1,055 

150 

-0- 

9,519    • 

-46 

30 

-0- 

2,630 

170 

300 

-0- 

280 

-30 

I£5.332 

'  -0- 

382.786 

24.830 

EXITIBIT  A 
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ANNUAL  DEPARTMENTAL  REPORT  TO  TIS  MAYOR 

HEALTH  SERVICE  SYSTEM 

Fiscal  Year  July  1,  1973  -  Juno  30,  1974 

HISTORY: 

The  Health  Service  System  was  established  by  Charter  Amendment  in  March  of  1937 
and  has  been  conducting  business  officially  since  October  1938.      In  19&1,   the 
Health  Service  System  became  a  fully  budgeted  department  of  the   City  of  San 
Francisco  and  has  been  operating  within  its  budget  since  that  time. 

MEDICAL  PLANS  OFFERED: 

Presently,   there  are  three  plans  offered  to  the  membership  at  large.     Plan  I,   the 
City  Administered  Plan;   Plan  II,   Kaiser  Foundation  Health  Plan;    and  Plan  III, 
Blue  Cross  Hospital  Service  of  California. 

Basic  benefits   for  the   City  Administered  Plan  are  processed  and  paid  through  the 
Health  Service  System  office.      Phoenix  Mutual  Life  Insurance  Company  is  our  under- 
writer for  our  major  medical  plan  in  connection  with  the   City  Administered  Plan0 
The  Kaiser  Plan,    considered  to  be  a  community  rated  plan,  underwrites   its  own  major 
medical  contract,    as  does  Blue   Cross. 

The  above-named  plans  provide  adequate   and  diversified  coverage   and,    in  most 
instances,   reasonable  premium  rates  to  the  membership. 

HEALTH  SERVICE  BOARD: 


The  Health  Service  Board  is  entrusted  with  the  responsibility  of  providing  the 
best  possible  medical  coverage  at  a  reasonable   cost  to  all  its  members.      The  Board 
presently  is   composed  of  three  members  elected  from  the  membership   at  large,    two 
ex-officic  members  from  City  government,   and  two  members  appointed  by  the  Mayor 
representing  business  interests  in  San  Francisco, 

Employee  Members :     Mr.    Frank  Lucibello 
Public  Health 

Mr.   Daniel  M.   McDonagh 
Controller's  Office 

Mr.    Harry  Paretchan 

San  Francisco  Fire  Department 

Ex-Officio  Members: Mr.    Thomas  A.    Toomey 

Representing  Mr.   Thomas  M.    O'Connor,   City  Attorney 

Hon.   Dorothy  von  Beroldingen 

Chairman,   Finance  Committee 

San  Francisco  Board  of  Supervisors 
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Appointed  Members:  Abraham  Bernstein,  M. D. 
Practicing  Physician 

Mr.  Robert  E.  Hassing,  President 

Insurance  Executive 

Cleverdon  &  Company- 
It  is  felt  that  the  composition  of  the  Health  Service  Board  presents  a  very  well- 
balanced  working  unit.   There  is  a  close  liaison  established  between  the  City 
employees,  City  governmental  officials,  and  downtown  business  interests. 

RATES: 


The  Health  Service  Board  continues  to  survey  currently  through  a  committee   structure 
comparative  premium  rates  throughout  the  medical  field.      Periodically,    the   findings 
and  changes  uncovered  as  a  result  of  the   survey  are  presented  to  the   full  Board  for 
consideration,   and  are   implemented  in  rate  changes  at  the  commencement  of  each  fiscal 
year.      It  might  be   added  that  the   Board  is  primarily  responsible  for  setting  the 
rates  for  Plan  I  and  for  the  major  medical  carrier.     For  the  remaining  plans  offered, 
it  becomes  the  Board's  responsibility  to  determine  whether  or  not  the  contract  rates, 
as  presented,   are  in  line  with  the  benefits  provided. 

CITY'S  CONTRIBUTION  TO  ACTIVE  AND  RETIRED  EMPLOYEES  MEDICAL  INSURANCE  PREMIUMS: 
Effective   July  1,   1973,    the  City  and  County  of  San  Francisco  contributed  $10. 53  per 
month  toward  the   cost  of  an  active  employee's  medical   insurance  coverage.      This 
$10.53  represented  an  increase  of  $5.53  over  the  City's  contribution  for  the  previous 
fiscal  year  and  represented  50^  of  the   average  being  contributed  by  the   ten  (10)  most 
populous  counties  in  the  State  of  California. 

Effective  July  1,  1974,   "the  City  and  County  of  San  Francisco  will  be  contributing 
100^  of  this  average.      The  change   in  contribution  rate  by  the   City  and  County  of 
San  Francisco  for  the   employees  was  brought  about  by  the   successful  passage  of 
Proposition   'C  by  the  electorate   in  November  1972. 

RETIRED  SUBSIDY: 


The   City  also  subsidizes   retired  employees.      The  Charter  specifically  states  that 
no  retired  employee  will  pay  any  more   than  his   active  counterpart.      Retired  subsidy 
will  then  fluctuate   as  the  rates  for  the  entire  System  fluctuate.      As   an  example, 
the  contract  rate  for  a  single  member  in  Plan  I  for  the  fiscal  year  1973-1974  was 
$18.19  per  month.      The  rate  for  a  retired  single  member  was  338.70  per  month.     When 
the  matching  fund  of  $10.53  was   subtracted  from  the    $18.19    rate,   the  active   employee 
was  paying  $7.66  per  month  out  of  pocket.     His  retired  counterpart  could  pay  no  more 
than  $7.66,    so  subtracting  the   $7.66  payment  by  the  active  employee   from  the   $38.70 
rate  for  the  retired  employee,  we  arrive  at  a  figure   in  the  amount  of  $31.04  (the 
retired  subsidy).      It   is   interesting  to  note  that  the   City  contributed  $31.04  per 
month  for  a  retired  member  and  only  $10.53  per  month  for  an  active  employee  for  this 
fiscal  year. 

MEMBERSHIP  DIVISION: 

The  Membership  Division  of  the  Health  Service  System  underwent  a  partial  reorgani- 
zation during  the  previous  fiscal  year,   and  the  Division  as  reorganized  is   function- 
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ing  very  well.     There  are  presently  some  23,754  active  employees,  approximately 
6,383   retired  employees,    and  1,322   resigned  and  residual  employees.      When  the 
dependents  of  these  groups  are   added,    the  Membership  Division   is  exercising  control 
over  some  67,276  people. 

A  very  close  liaison  is  established  between  Data  Processing  and  Payroll  Deductions. 
Down  through  the   years,   as  the  bugs  have   been  ironed  out  of  E.D.P.,   the  working  con- 
ditions existing  between  Data  Processing  and  this  Membership  Division  have  been 
streamlined  to  a  great  degree.      The  personnel  of  this  department  have  been  briefed 
and  indoctrinated  in  the  working  of  the   Data  Processing  Center,   and  are  acquainted 
with  the  mutual  problems  that  exist  between  the  two  departments. 

The  Membership  Division  also  works  closely  with  the  Retirement  System  Staff.      A 
list  of  new  retirees  is  forwarded  to  the  Health  Service  System  monthly.      The  rate 
structure  changes  and  Medicare  membership  must  be  considered;   plan  selection  is  a 
factor;   and  finally,   starting  off  the  retiree  with  new  payroll  deductions,   etc. ,   is 
implemented.      This  operation  requires  a  cooperative  effort  between  this  Department, 
the  Retirement  System  and  the  Controller's  E.D.P.  Division. 

RULES  AND  REGULATIONS; 

The  Health  Service  Board,    through  its  committee   structure,   over  the  past  years,   has 
completely  re-written  the   rules  and  regulations  concerning  this  System.      Updated 
copies  to  include  current  changes  are   issued  periodically  to  each  member.      In  addition, 
each  member  is  provided  with  a  wallet-sized  digest  of  the    important  facets   of  the 
rules  and  regulations  yearly.     The  two  most  important  items  would  be  the  month  of 
May  sign-up  period  and  the  three  conditions   for  being  carried  in  an  Exempt  status 
in  the   System:     (l)   adequate  outside  coverage,  (2)   religious  belief,    and  (  3)   annual 
salary  in  excess  of  $14,000. 

The  Health  Service  Board  realizes  that  this  is  a  "service  system,"  and  in  most  cases 
technical  decisions  regarding  the   rules  and  regulations  will  be   resolved  in  favor 
of  the   member. 

CLAIMS  DIVISION: 

This  division  has  the   responsibility  for  handling  claims   submitted  for  payment  to 

Plan  I,   the  City  Administered  Health  Plan.      This  plan  is  divided  into  two  parts: 

1)  Basic  Benefits  Claims  -  these  claims  are  evaluated  in  this  office  and 
paid  through  the   Controller's   office   on  a  periodic   basis.      An  average  of 
about  L400  claims   are  processed  each  week,    representing  an  annual  expend- 
iture of  some  $3,500,000  ($4,000,000  for  the  74-75  fiscal  year). 

2)  Major  Medical  Claims  -  these  claims   are   assembled  in  this  office  and 
forwarded  to  the  Major  Medical  carrier  for  processing.      Checks  in  payment 
of  these  claims  are  returned  to  this  office  for  distribution.     Weekly 
volume   is   about  400  claims  with  an  annual  value  of  about  $1,200,000. 
There  has  been  an  increase  of  over  200$  in  the  volume  of  such  claims  in 
recent  years,   due  to  successive  reductions  in  the  deductible  amount 
required  to  qualify  for  major  medical  benefits.      During  this  period  no 
increase   in  staff  has  been  allowed  in  the   annual  budget. 
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The  present  staff  of  the  claims  division  is  adequate  to  handle  the  work  load  if 
every  employee   is  present  ever"/  day.      This   is  patently  impossible   since  this   staff 
is  entitled  collectively  to  approximately  one  man  year  in  vacation  and  sick  leave 
allowances.      It  is  then  evident  that  the  claims  division  averages  only  90/6  attend- 
ance when  100iS  is  required  to  maintain  the   bare  necessities  of  production. 

The   Claims  Division  must  also  maintain  close  liaison    with  the   Compensation  Claims 
Division  of  the  Retirement  System  in  order  to  ensure  refund  of  monies  expended  on 
cases  later  determined  to  have  been  industrial  in  origin.      Close   surveillance   of 
this  aspect  is   required  to  protect  the  financial  structure   of  the  Health  Service 
System. 

PUBLIC  HEARINGS: 

In  accordance  with  Charter  provisions,    a  public  hearing  was  held  January  17,    1974- 
Members,   both  active   and  retired,   organization  representatives,   and  visitors  were 
on  hand  to  offer  comments,    suggestions  and,    in  some   instances,   complaints   and 
criticisms  of  the  System.      Representatives   from  two   outside  plans  were  present, 
and  many  of  the  questions  were  directed  to  representatives  of  Kaiser  and  Blue 
Cross.      The  President  of  the   Board,    Commissioner  Robert  E.    Massing,    reviewed  the 
System's  previous  year's  operations;   and  Mr.    Juan  B.   Rael  of  the  firm  of  Rael  and 
Letson,   the  System's  Actuaries,   commented  on  the  rates,   the  coverages,   and  the  gain 
and  loss  specifics  of  the  preceding  year.      The  employee   organizations  were  out- 
spoken in  their  praise   for  the  System  generally,   and  several   improvements  were 
recommended.      The  main  issue   seemed  to  be  maximum  coverage  with  minimum  cost. 

ACTUARIAL  STATUS: 

Juan  B.    Rael,    Jr.,    our  full  time  Actuary,   presents  a  detailed   report  monthly  with 

current  figures  for  all  financial  trends  and  transactions  of  the  System.     His  report 

monthly  and  yearly  to  date   include  Plan  I  basic  benefits,   major  medical  particularly, 

and  general  reference  by  comparison  is  made  to  the  other  two  plans,  Kaiser  and  Blue 

Cross. 

It  should  be  noted  for  this  fiscal  period  that  the  Health  Service  System  enjoyed  a 
10052  loss  ratio,    i.e. ,    all  the   revenue   received  was  expended  for  medical  benefits 
and  service  for  our  membership.      This   is   a  very  difficult  plateau  to   reach  in  a 
municipal  reserve  type   system.      It  should  be  further  noted  that  this  actuarial 
result  was  attained  with  no  accompanying  rate   increase. 

ANALYSIS  OF  SYSTEM  FROM  MEDICAL  VIEWPOINT: 

1973-1974  wa3  a  year  of   review  and  study  of  the  delivery  methods  of  health  care   to 
the  people  of  our  country.     No  earth  shocking  changes  occurred,  but  the  debate  over 
PSRO's  (peer  review)   continued.      Their  development  and  activation,   however,    is 
merely  a  matter  of  time. 

The  main  reason  for  this  period  of  marking  time  has  been  the   question  of  National 
Health  Insurance   and  its   impact  on  our  present  systems  of  medical  care.      Congress 
has  failed  to  act  on  the  bill  presented,   and  I  feel  certain  nothing  will  be  decided 
until  next  year  at  the   earliest. 
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We  have  no  way  of  determining  the   impact  of  PSRO's  and  a  National  Health  Insurance 
Act  on  our  plan  or  plans.      All    that  can  be   done  at  this  time   is  to  keep  cur  pro- 
jections  and  operations  flexible  enough  to  be  practical  and  workable  under  any- 
possible   changes. 

The  rising  costs  of  medical  care  is  part  of  the  total  inflationary  spiral  we  are 
experiencing  in  these   years.      Superimposed  on  this  fact  is  the   increasing  number  of 
more   involved  and  expensive  medical  procedures.      Open  heart   surgery,   vascular  surgery, 
replacement  of   joints,    increased  use  of  nuclear  medicine,    invasive  X-ray  studios, 
sophisticated  laboratory  procedures   -  all  of  these   inexorably  add  to  the  cost  of 
medical  care.      One   cannot  deny  their  necessity,   however. 

We  feel  that  both  our  Basic  Plan  and  our  Major  Medical  Carrier  have  done   an  excellent 
job  in  looking  forward  to  these  developments   and  planning  for  our  members'   reimburse- 
ment.     To  meet  our  members   increased  cost,   we  have  again  raised  our  hospital   allow- 
ances,   both  for  room  charges,   days  of  coverage   and  hospital  auxiliary  costs. 

Are  there  areas  of  improvement?     Of  course.      Dental  care  has  been  accepted  as  a 
necessity.      It  is  felt  that  there  is  a  real  need  f&r  more  adequate  psychiatric 
coverage:      reimbursement  should  be  considered  for  the  medical  treatment  of  the   disease 
of  alcoholism  and  some  coverage   for  extended  care  and  convalescent  care   is  necessary. 
Another  area  that  needs   study  is  that  of  Preventive  Medicine.      Would  it  be  utilized? 
Are  the  medical  benefits   significant?     Does  the  number  of  unknown  treatable   conditions 
determined  justify  the  cost  factor  involved?     These  are  questions  that  are  not 
easily  interpreted. 

GENERAL  ACCOUNTING  INFORMATION  AND  BUDGETARY  COMPARISONS: 

The   revenues  received  from  members  contributions  per  E.D.P.  's   computer  runs  for  fiscal 
year  ending  June  30,  1974  were  $13,163,900.76.      Please  refer  to  "Health  Service  System's 
Statement  of  Revenue  and  Expenditures  for  Fiscal  Year  1973-1974"  shown  as  Exhibit  3. 
Particular  attention  is  called  to  the   total   revenue   available  column. 

The   actual  expenditures  for  fiscal  year  1973-1974  consisting  of  payments  for  medical 
claims  for  Plan  I   -  City  Administered  Plan,   premiums  due  Phoenix  Mutual  Life   Insurance 
Company,  our  Major  Medical  contract  underwriter,   Kaiser  Foundation  Health  Plan,   and 
Blue  Cross  Hospital  Service  Service  Plan  -  totaled  £13,132,327.98. 

The  difference  between  ravenues   received  from  members  contributions   and  that  of  actual 
expenditures  for  the   fiscal  year  was  offset  by  the  City  Matching  fund,    the   Retired 
Subsidy  fund  and  the  Health  Service   System's    interest  received  on  certificated 
deposits  plus   the   reverse  carried  forward  from  the  preceding  fiscal  year. 

The  Health  Service  System  presently  holds  a  contingency  reserve   account  in  the  amount 
of  $1,600,000.00  on  certificated  deposits  with  local  banks.      The  maturity  dates  on 
these  deposits  are   staggered  in  the  light  of  availability  and  obtaining  the  highest 
yields. 

Please  refer  to  Exhibit  A,   Comparison  of  Expenditures  with  Budget  Appropriations,   and 
Exhibit  B,   Statement  of  Revenue  and  Expenditures,   attached  and  incorporated  in  this 
report. 
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RECOMMENDATIONS; 

1)  Increase  in  Table  of  Organization 

An  increase  in  the  claims  processing  staff  has  become  a  necessity.   The  work 
load  has  reached  a  point  where  the  illness  or  loss  of  one  person  can  at 
times  cause  an  undesirable  backlog  and  delay  in  payment  of  claims, 

2)  Closer  Accounting  Control 

An  autonomous  accounting  department  is  a  necessity  for  an  operation  such  as 
the  Health  Service  System.   The  inflow  and  outflow  of  receipts  and  disburse- 
ments is  such  that  a  current  and  readily  available  financial  position  is 
mandatory. 


6  - 


HEALTH  SERVICE  SYSTEM 
COMPARISON  OF  EXPENDITURES  WITH  ORIGINAL 
BUDGET  APPROPRIATIONS  FOR  FISCAL  YEAR  1973-1974 


APPROPRIATION  FOR 
Permanent  Salaries 
Overtime 

Temporary  Salaries 
Fee  and  Other  Compensations 
Contractual  Services 
Materials  and  Supplies 
Fixed  Charges 
Services  of  Other  Depts. 
TOTALS 


ORIGINAL  BUDGET 
APPROPRIATION 

285,352.00 

1,000.00 

2,000.00 

150. 00 

12,143.00 

2,850.00 

280.00 

150.635-00 

454,410,00 


EXPENDITURES 
254,615.83 
988.22 
1,162.20 
125.00 
13,579.64 
2,440.22 
105.00 
155.667.00 
428f683.11 


DIFFERENCES 

30,736.17 

11.78 

837. 80 

25.00 

-1,436.64 

409.78 

175.00 

-5.032.00 

25.726.59 


EXKL3IT  A 
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ANNUAL  DEPARTMENTAL  REPORT  TO  THE  MAYOR 

HEALTH  SERVICE  SYSTEM 
Fiscal  Year  July  1,  1974  -  June  30,  1975 

HISTORY: 

The  Health  Service  System  was  established  by  Charter  Amendment  in  March  of  1937  and 
has  been  conducting  business  officially  since  October  1938.   In  1961,  the  Health 
Service  System  became  a  fully  budgeted  department  of  the  City  of  San  Francisco  and 
has  been  operating  within  its  budget  since  that  time. 

MEDICAL  PLANS  OFFERED: 


Presently,  there  are  three  plans  offered  to  the  membership  at  large.  Plan  I,  the 
City  Administered  Plan;  Plan  II,  Kaiser  Foundation  Health  Plan;  and  Plan  III, 
Blue  Cross  of  Northern  California. 

Basic  benefits  for  the  City  Administered  Plan  are  processed  and  paid  through  the 
Health  Service  System  office.   Phoenix  Mutual  Life  Insurance  Company  is  our  under- 
writer for  our  major  medical  plan  in  connection  with  the  City  Administered  Plan. 
The  Kaiser  Plan,  considered  to  be  a  comminity  rated  plan,  underwrites  its  own  major 
medical  contract,  as  does  Blue  Cross. 

The  above-named  plans  provide  adequate  and  diversified  coverage  and,  in  most  instances, 
reasonable  premium  rates  to  the  membership. 

HEALTH  S5RVTC3  BOARD; 

The  Health  Service  Board  is  entrusted  with  the  responsibility  of  providing  the  best 
possible  medical  coverage  at  a  reasonable  cost  to  all  its  members.   The  Board  presently 
is  composed  of  three  members  elected  from  the  membership  at  large,  two  ex-officio 
members  from  City  government,  and  two  members  appointed  by  the  Mayor  representing 
business  interests  in  San  Francisco: 

Employee  Members:  Mr.  Harry  Paretchan,  President 
San  Francisco  Fire  Department 

Mr.  Frank  Lucibello 
Public  Health 

Mr.  Daniel  M.  KcDonagh 
Controller's  Office 

Ex-Officio  Members: Mr.  1  '.. 

Representing  Mr.  1         .    M.  O'Connor,  City  Atton  .. 

Hon.  Dorothy  von  Beroldingen 

Chairman,  Finance  Committee 

San  Francisco  Board  of  Supervisors 
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Appointed  Members:  Abraham  Bernstein,  K. D, 
Practicing  Physician 

Mr.  Robert  E.  Has sing 
Insurance  Executive 
Joseph  A.  Wynne  Agency 

It  is  felt  that  the  composition  of  the  Health  Service  Board  presents  a  very  well- 
balanced  working  unit.   There  is  a  close  liaison  established  between  the  City 
employees,  City  governmental  officials,  and  downtown  business  interests. 

RATES: 


The  Health  Service  Board  continues  to  survey  currently  through  a  committee  structure 
comparative  premium  rates  throughout  the  medical  field.     Periodically,  the  findings 
and  changes  uncovered  as  a  result  of  the  survey  are  presented  to  the  full  Board  for 
consideration,   and  are  implemented  in  rate  changes  at  the  commencement  of  each  fiscal 
year.      It  might  be  added  that  the  Board  is  primarily  responsible  for  setting  the 
rates  for  Plan  I  and  for  the  major  medical  carrier.      For  the  remaining  plans  offered, 
it  becomes  the  Board's  responsibility  to  determine  whether  or  not  the  contract  rates, 
as  presented,   are  in  line  with  the  benefits  provided. 

CITY'S  CONTRIBUTION  TO  ACTIVE  AMD  RETIRED  EMPLOYEES  M5DICAL  INSURANCE  PREMIUMS: 
Effective  July  1,  1974,  the  City  and  County  of  San  Francisco  contributed  $23.16  per 
month  toward  the  cost  of  an  active  employee !s  medical  insurance  coverage.     This 
$23.16  represented  an  increase  of  $12.73  over  the  City's  contribution  for  the  previous 
fiscal  year  and  represented  100$  of  the  average  being  contributed  by  the  ten  (10)  most 
populous  counties  in  the  State  of  California. 

RETIRED  SUBSIDY: 


The  City  also  subsidizes  retired  employees.      The  Charter  specifically  states  that  no 
retired  employee  will  pay  any  more  than  his  active  counterpart.     Retired  subsidy  will 
then  fluctuate  as  the  rates  for  the  entire  System  fluctuate.     As  an  example,  the 
contract  rate  for  a  single  member  in  Plan  I  for  the  fiscal  year  1974-1975  was  $23.66 
per  month.      The  rate  for  a  retired  single  member  was  $46.41  per  month.     When  the 
matching  fund  of  $23.16  was  subtracted  from  $23.66  rate,  the  active  employee  was 
paying  .  50£  per  month  out  of  pocket.     His  retired  counterpart  could  pay  no  more  than 
•50#,   so  subtracting  the  .  50£  payment  by  the  active  employee  from  the  $46.41  rate  for 
the  retired  employee,  we  arrive  at  a  figure  in  the  amount  of  $45.91  (the  retired 
subsidy).      It  is  interesting  to  note  that  the  City  contributed  $45.91  p  a  for 

a  retired  member  and  only  $23.16  per  month  for  an  active  employee  for  this  fj 
year, 

MEMBERSHIP  DIVISION: 

The  Membership  Division  of  the  Health  Service  System  underwent  a  parti 

zation  during  the  previous  fiscal  year,   and  the  Division  as  reorgani 

ing  very  well.      There  are  presently  some  24,311  active  employees,   appro: 

6,730  retired  employees,   and  569  resigned  arid  residual  employees.     When  the  c 

ents  of  these  groups  are  added,   the  Membership  Division  is  exercising  control  cm 

some  68,597  people. 
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A  very  clo3e  liaison  is  established  between  Data  Processing  and  Payroll  Deductions. 
Down  through  the  years,  as  the  bugs  have  been  ironed  out  of  E.D.P.,  the  working  con- 
ditions existing  between  Data  Processing  and  this  Membership  Division  have  been 
streamlined  to  a  great  degree   The  personnel  of  this  department  have  been  briefed 
and  indoctrinated  in  the  working  of  the  Da.ta  Processing  Center,  and  are  acquainted 
with  the  mutual  problems  that  exist  between  the  two  departments* 

The  membership  Division  also  works  closely  with  the  Retirement  System  Staff.  A  list 
of  new  retirees  is  forwarded  to  the  Health  Service  System  monthly.  The  rate  structure 
changes  and  Medicare  membership  must  be  considered;  plan  selection  is  a  factor;  and 
finally,  starting  off  the  retiree  with  new  payroll  deductions,  etc. ,  is  implemented. 
This  operation  requires  a  cooperative  effort  between  this  Department,  the  Retirement 
System  and  the  Controller's  E.D.P.  Division. 

RULES  AND  REGULATIONS: 


The  Health  Service  Board,  through  its  committee  structure,  over  the  past  years,  has 
completely  re-written  the  rules  and  regulations  for  this  System.  Updated  copies  to 
include  current  changes  are  issued  periodically  to  each  member.   In  addition,  each 
member  is  provided  with  a  Comparison  of  Plans  sheet  outlining  benefits  and  rates  for 
the  fiscal  year.  A  digest  of  the  important  facets  of  the  rules  and  regulations  is 
also  printed  on  the  Comparison  of  Plans  sheet.   The  two  most  iiportant  items  would  be 
the  month  of  May  sign-up  period  and  the  three  conditions  for  being  carried  in  an  Exempt 
status  in  the  System;  ( 1 j   adequate  outside  coverage,  (2)  religious  belief,  and 
(  3)  annual  salary  in  excess  of  §14,000. 

The  Health  Service  Board  realizes  that  this  is  a  "service  system,"  and  in  most  cases 
technical  decisions  regarding  the  rules  and  regulations  will  be  resolved  in  favor  of 
the  member. 

CLAIMS  DIVISION: 

This  division  has  the  responsibility  for  handling  claims  submitted  for  payment  to 

Plan  I,  the  City  Administered  Health  Plan.   This  plan  is  divided  into  two  parts: 

1)  Basic  Benefits  Claims  -  these  claims  are  evaluated  in  this  office  and 
paid  through  the  Controller's  office  on  a  periodic  basis.  An  average  of 
about  1600  claims  are  processed  each  v:eek,  representing  an  annual  expend- 
iture of  some  $4,000,000. 

2)  Major  Medical  Claims  -  these  claims  are  assembled  initially  and  processed 
in  this  office  and  forwarded  to  the  Major  Medical  carrier  for  review  ; 
payment.   Checks  in  payment  of  these  claims  are  returned  to  this  office 
for  distribution.  Weekly  volume  is  about  500  claims  with  an  annua],  va] 
about  §1,500,000.   There  has  been  an  increase  of  over  200;C  in  th 

of  such  claims  in  recent  years,  due  to  successive  reductions  in  the 
d  iuotible  amount  required  to  qualify  for  major  medical  benefits,  Du 
this  period  no  increase  in  staff  has  been  allowed  in  the  annuel  bu 

The  present  staff  of  the  claims  division  is  adequate  to  handle  the  work  load  if 
every  erployee  is  present  every  day..   This  is  patently  impossible  since  this  staff 
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is  entitled  collectively  to  approximately  one  man  year  in  vacation  and  sick  leave 
allowances.      It  is  then  evident  that  the  claims  division  averages  only  30%  attendance 
when  IOOa'  is  required  to  maintain  the  bare  necessities  of  production. 

The  Claims  Division  must  also  maintain  close  liaison  with  the  Compensation  Claims 
Division  of  the  Retirement  System  in  order  to  ensure  refund  of  monies  expended  on  cases 
later  determined  to  have  been  industrial  in  origin.      Close  surveillance  of  this  aspect 
is  required  to  protect  the  financial  structure  of  the  System. 

PUBLIC  EARING: 


In  accordance  with  Charter  provisions,   a  public  hearing  was  held  January  23,  1975. 
Members,   both  active  and  retired,   organization  representatives,   and  visitors  were 
on  hand  to  offer  comments,   suggestions  and,    in  some  instances,   complaints  and 
criticisms  of  the  System.     Representatives  from  two  outside  plans  were  present,   and 
many  of  the  questions  were  directed  to  representatives  of  Kaiser  and  Blue  Cross.     The 
President  of  the  Board,   Commissioner  Harry  Paretchan,   reviewed  the  System's  previous 
year's  operations;   and  Mr.    Juan  B.   Rael  of  the  firm  of  Rael  and  Letson,  the  System's 
Actuaries,  commented  on  the  rates,  the  coverages,  and  the  gain  and  loss  specifics  of 
the  preceding  year.      The  employee  organizations  were  outspoken  in  their  praise  for  the 
System  generally,   and  several  improvements  were  recommended.      The  main  issue  seemed  to 
be  maximum  coverage  with  minimum  cost. 

ACTUARIAL  STATUS: 

Juan  B.   Rael,   Jr. ,   our  full  time  Actuary,  presents  a  detailed  report  monthly  with 

current  figures  for  all  financial  trends  and  transactions  of  the  System.     His  report 

monthly  and  yearly  to  date  include  Plan  I  basic  benefits,  major  medical  particularly, 

and  general  reference  by  comparison  is  made  to  the  other  two  plans,  Kaiser  and  Blue 

Cross. 

It  should  be  noted  for  this  fiscal  period  that  the  Health' Service  System  enjoyed  a 
slightly  less  than  100$  loss  ratio,  i.e.,  all  the  revenue  received  was  expended  for 
medical  benefits  and  service  with  a  slight  surplus.   This  is  a  very  difficult  plateau  to 
reach  in  a  municipal  reserve  type  system.   It  should  be  further  noted  that  this 
actuarial  result  was  attained  with  only  a  minimal  rate  increase* 

ANALYSIS  OF  SYSTEM  FROM  HSDICAL  VIEVrPOINT: 

From  a' medical  -viewpoint,  this  past  year  has  been  a  very  satisfactory  one  for  the 
operation  of  the  Health  Service  System.   The  profound  changes  in  the  health  delivery 
system  of  the  nation  that  loomed  before  us  did  not  materialize  and  we  were  able  to  con- 
tinue our  progressive  program  in  the  delivery  of  health  care  through  the  accepted 
channel. 

In  the  face  of  the  inflationary  spiral  that  has  affected  all  segments  of  c 
and  with  the  added  complication  of  greatly  increased  malpractice  premiums,  we  ] 
fairly  well  met  our  members'  needs  for  adequate  medical  coverage.  We  have  incre 
car   Basic  Benefits  for  hospital  charges,  physicians'  office  calls,  home  calls,  a 
hospital  calls  and  have  greatly  increased  our  maternity  benefits. 

The  development  of  more  sophisticated  (  and  more  costly)  diagnostic  modalities  continues, 
and  step  by  step  medicine  has  instituted  new  advances  in  treatment.  Each  year  these 
costs  must  be  considered  in  our  rate  structure. 
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Cur  Basic  Plan  and  our  Mrtjor  Medical  Carrier  (Phoenix  Mutual)  have  done,  we  beld 

an  excellent  job  in  planning  for  and  caring  for  our  members' medical  needs,  and  we  hope 

that  we  can  be  as  successful  in  the  future. 

The  alternate  plans  offered  to  City  employees,  Kaiser  and  Blue  Cross,  have  likewise 
been  able  to  deliver  excellent  and  comprehensive  coverage  during  the  past  year. 

No  plan  can  remain  static  and  must  constantly  be  reviewed  as  to  its  benefits  and 
coverage.     We  are  no  exception.      Increased  benefits  for  psychiatric  care  needs  con- 
sideration.     The  problem  of  alcoholism  as  a  medical  disease  is  a.  concept  that  should 
be  developed.     Provision  for  Extended  Care  beyond  that  provided  by  Major  Medical  and 
Convalescent  Care,    is  a  type  of  coverage  that  may  be  investigated.     Dental  Care  is  a 
portion  of  good  health  care  that  has  not  been  covered.      Such  care  is  an  integral  part 
of  a  person's  good  health  a.nd  provision  should  be  made  for  some  type  of  coverage. 

In  conclusion,  we  of  the  Health  Service  System,   are  proud  of  the  operation  of  our 
Department  and  of  the  types  and  extent  of  coverage  it  supplies  to  the  employees  of 
the  City  and  County  of  San  Francisco  and  their  dependents. 

GSNSRAL  ACCOUNTING  INFORMATION  AND  BUDGETARY  COMPARISONS; 

The  revenues  received  from  members  contributions  per  E.D.P.'s  computer  runs  for  fiscal 
year  ending  June  30,   1975  were  §15,770,545.89.     Please  refer  to  "Health  Service  System's 
Statement  of  Revenue  and  Expenditures  for  Fiscal  Year  1974-1975"  shown  as  Exhibit  B. 
Particular  attention  is  called  to  the  total  revenue  available  column. 

The  actual  expenditures  for  fiscal  year  1974-1975  consisting  of  payments  for  medical 
claims  for  Plan  I  -  City  Administered  Plan,  premiums  due  Phoenix  Mutual  Life  Insurance 
Company,   car  Major  Medical  contract  underwriter,  Kaiser  Foundation  Health  Plan,   and 
Blue  Cross  Hospital  Service  Plan  -  totaled  $15,256,233.78. 

The  difference  between  revenues  received  from  members  contributions  and  that  of  actual 
expenditures  for  the  fiscal  year  was  offset  by  City  Matching  fund,  the  Retired  Subsidy 
fund  and  the  Health  Service  System's  interest  received  on  certificated  deposits  plus 
the  reserve  carried  forward  from  the  preceding  fiscal  year. 

The  malpractice  insurance  problem  distorted  the  operational  picture  and  created  a 
somewhat  misleading  surplus  account. 

The  Health  Service  System  presently  holds  a  contingency  reserve  account  in  t] 
of  Cl, 600, 000. 00  on  certificated  deposits  with  local  banks.      The  maturity  dates  < 
these  deposits  are  staggered  in  the  light  of  availability  and  obtaining  the  i 
yields. 

Pli  te  refer  to  Exhibit  A,  Comparison  of  Expenditures  with  Budget  Appr 
F  Lbit  3,  Statement  of  Revenue  and  Expenditures,  attached  and  incorpc 
i      ort. 
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RECOMtSNDATIONS; 

1)  Incres.se  in  Table  of  Or^anizat ion 

An  increase  in  the  claims  processing  staff  has  become  a  necessity.   The  work 
load  has  reached  a  point  where  the  illness  or  loss  of  one  person  on  vacation, 
etc.,  can  at  times  cause  an  undesirable  backlog  and  delay  in  payment  of 
claims. 

2 )  Closer  Accounting  Control 

An  autonomous  accounting  department  is  a  necessity  for  an  operation  such  as 
the  Health  Service  System.   The  inflow  and  outflow  of  receipts  and  disburse- 
ments is  such  that  a  current  and  readily  available  financial  position  is 
mandatory. 


HEALTH  SERVICE  SYSTEM 
COMPARISON  OF  EXPENDITURES  WITH  ORIGINAL 
BUDGET  APPROPRIATIONS  FOR  FISCAL  YEAR  1974-1975 


APPROPRIATION  FOR 
Permanent  Salaries 
Overtime 

Temporary  Salaries 
Fees  and  Other  Compensations 
Contractual.  Services 
Materials  and  Supplies 
Fixed  Charges 
Mandatory  Fringe  Benefits 
Services  of  Other  Depts. 
TOTALS 


ORIGINAL  BUDGET 
APPROPRIATION 

298,319.00 

450.00 

1,592.00 

100.00 

13,322.00 

3,500.00 

330.00 

72,994.00 

151,040.00 

5^U642i00 


EXPENDITURES 
278,213.00 
441.00 

125.00 

13,632.00 

4,722.00 

105.00 

63,970.00 

210 f 600. 00 

571,808.00 


DIFFERENCES 
20,106.00 

9.00 

1,592.00 

-25.00 

-310. 00 

-1,222.00 

225.00 

9,024.00 

-59,560.00 
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*'  ANNUAL  DEPARTMENTAL  REPORT    E"C    THE  MAYOR 

\1i-1ls 

HEALTH  SERVICE  SYSTEM 

Fiscal  Year  July  1,  1975  -  June  30,  1976 

HISTORY: 

The  Health  Service  System  was  established  by  Charter  Amendment  in  March  of  1937  and 
has  been  conducting  business  officially  since  October  1938.   In  196l,  the  Health 
Service  System  became  a  fully  budgeted  department  of  the  City  of  San  Francisco  and  has 
been  operating  within  its  budget  since  that  time. 

The  System  was  unique  when  it  was  established  because  it  provided  for  a  self-funded 
(uninsured)  medical  plan  and  today  it  is  one  of  the  few  county  or  municipal  plans  in 
the  United  States  which  handles  its  medical  program  on  a  self-funded  basis. 

MEDICAL  PLANS  OFFERED; 

Presently,  there  are  three  plans  offered  to  the  membership  at  large.  Plan  I,  the 
City  Administered  Plan;  Plan  II,  Kaiser  Foundation  Health  Plan;  and  Plan  III,  Blue 
Cross  of  Northern  California. 

Basic  benefits  for  the  City  Administered  Plan  are  processed  and  paid  through  the 
Health  Service  System  office.   Phoenix  Mutual  Life  Insurance  Company  is  our  under- 
writer for  our  major  medical  plan  in  connection  with  the  City  Administered  Plan. 
The  Kaiser  Plan,  considered  to  be  a  community  rated  plan,  underwrites  its  own  major 
medical  contract,  as  does  Blue  Cross. 

The  above-named  plans  provide  adequate  and  diversified  coverage  and,  in  most  instances, 
reasonable  premium  rates  to  the  membership. 

HEALTH  SERVICE  BOARD; 

The  Health  Service  Board  is  entrusted  with  the  responsibility  of  providing  the  best 
possible  medical  coverage  at  a  reasonable  cost  to  all  its  members.  The  Board  presently 
is  composed  of  three  members  elected  from  the  membership  at  large,  two  ex-officio 
members  from  City  government,  and  two  members  appointed  by  the  Mayor  representing 
business  interest  in  San  Francisco: 

Employee  Members:    Mr.  F.  Walter  Johnson 
Retirement  System 

Mr.  Frank  Lucibello 
Public  Health 

Mr.  Harry  Paretchan 

San  Francisco  Fire  Department 

Ex-Officio  Members:  Hon.  John  J.  Barbagelata 

Chairman  Finance  Committee 

San  Francisco  Board  of  Supervisors 

Mr.  Thomas  A.  Toomey 

Representing  Mr.  Thomas  M.  O'Connor,  City  Attorney 
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Appointed  Members:   Abraham  Bernstein,  M.D.,  President 
Practicing  Physician 

Mr.  Robert  E.  Hassing 
Insurance  Executive 
Joseph  A.  Wynne  Agency 

It  is  felt  that  the  composition  of  the  Health  Service  Board  presents  a  very  well- 
balanced  working  unit.  There  is  a  close  liaison  established  between  the  City 
employees,  City  governmental  officials,  and  downtown  business  interests. 

RATES: 


The  Health  Service  Board  continues  to  survey  currently  through  a  committee  structure 
comparative  premium  rates  throughout  the  medical  field.  Periodically,  the  findings 
and  changes  uncovered  as  a  result  of  the  survey  are  presented  to  the  full  Board  for 
consideration,  and  are  implemented  in  rate  changes  at  the  commencement  of  each  fiscal 
year.   It  might  be  added  that  the  Board  is  primarily  responsible  for  setting  the 
rates  for  Plan  I  and  for  the  major  medical  carrier.  For  the  remaining  plans  offered, 
it  becomes  the  Board's  responsibility  to  determine  whether  or  not  the  contract  rates, 
as  presented,  are  in  line  with  the  benefits  provided. 

CITY'S  CONTRIBUTION  TO  ACTIVE  AND  RETIRED  EMPLOYEES  MEDICAL  INSURANCE  PREMIUMS: 
Effective  July  1,  1975)  the  City  and  County  of  San  Francisco  contributed  $24.71  per 
month  toward  the  cost  of  an  active  employee's  medical  insurance  coverage.  This 
$24.71  represented  an  increase  of  $1.55  over  the  City's  contribution  for  the  previous 
fiscal  year  and  represented  100%  of  the  average  being  contributed  by  the  ten  (10) 
most  populous  counties  in  the  State  of  California.  Dependents  are  not  subsidized; 
the  City's  contribution  is  for  the  member  only. 

RETIRED  SUBSIDY: 

The  City  also  subsidizes  retired  employees.  The  Charter  specifically  states  that  no 
retired  employee  will  pay  any  more  than  his  active  counterpart.  The  Retired  subsidy 
will  then  fluctuate  as  the  rates  for  the  entire  System  fluctuate.  As  an  example,  the 
contract  rate  for  a  single  active  member  in  Plan  I  for  the  fiscal  year  1975-1976  was 
$25.21  per  month.  The  rate  for  a  retired  single  member  was  $46.09  per  month.  When 
matching  fund  of  324.71  was  subtracted  from  the  $25.21  rate,  the  active  employee  was 
paying  .50#  per  month  out  of  pocket.  His  retired  counterpart  could  pay  no  more  than 
•50«,  so  subtracting  the  ,50c  payment  by  the  active  employee  from  the  $46.09  rate  for 
the  retired  employee,  we  arrive  at  a  figure  in  the  amount  of  $45.59  (the  retired 
subsidy).   It  is  interesting  to  note  that  the  City  contributed  $45.59  per  month  for 
a  retired  member  and  only  $24.71  per  month  for  an  active  employee  for  this  fiscal 
year. 

MEMBERSHIP  DIVISION: 

The  Membership  Division  of  the  Health  Service  System  underwent  a  partial  reorgani- 
zation during  the  previous  fiscal  year,  and  the  Division  as  reorganized  is  functioning 
very  well.  There  are  presently  some  26,127  active  employees,  approximately  7,345 
retired  employees,  and  540  resigned  employees  and  residual  members.  When  the  depend- 
ents of  these  groups  are  added,  the  Membership  Division  is  exercising  control  over 
some  70,706  people.  These  figures  clearly  indicate  the  ever  increasing  workload  of 
the  department. 
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A  very  close  liaison  is  e  tai     'd  between  Dat  i  iroces.ju.  and  Payroll  Leuucticns. 
Down  through  the  years,  as  th-j    <s   have  been  ironed  out  of  E.D.P.,  the  working  con- 
ditions existing  between  Data  Processing  and  this  Membership  ivision  have 'been 
streamlined  to  a  great  degree.   '-he  personnel  of  this  department  have  been  briefed 
and  indoctrinated  in  the  workin,.:  of  the  Data  Processing  Center,  and  are  acquainted 
with  the  mutual  problems  that  exist  between  the  two  departments. 

The  membership  Division  also  works  closely  with  the  Retirement  System  Staff.   A  list 
of  new  retirees  is  forwarded  to  the  Health  Service  System  monthly.  The  rate  structure 
changes  and  Medicare  membership  must  be  considered;  plan  selection  is  a  factor;  and 
finally,  starting  off  the  retiree  with  new  payroll  deductions,  etc.,  is  implemented. 
This  operation  requires  a  cooperative  effort  between  this  Department,  the  Retirement 
System  and  the  Controller's  E.D.P.  Division. 

RULES  AND  REGULATIONS: 

The  Health  Service  Board,  through  its  committee  structure,  over  the  past  years,  has 
completely  re-written  the  rules  and  regulations  for  this  System.  Updated  copies  to 
include  current  changes  are  issued  periodically  to  each  member.   In  addition,  each 
member  is  provided  with  a  Comparison  of  Plans  sheet  outlining  benefits  and  rates  for 
the  fiscal  year.  A  digest  of  the  important  facets  of  the  rules  and  regulations  is 
also  printed  on   the  Comparison  of  Plans  sheet.  The  two  most  important  items  would  be 
the  month  of  May  sign-up  period  and  the  three  conditions  for  being  carried  in  an 
Exempt  status  in  the  System;   (1)  adequate  outside  coverage,   (2)  religious  belief,  and 
(3)  annual  salary  in  excess  of  $1^,000. 

The  Health  Service  Board  realizes  that  this  is  a  "service  system,"  and  in  most  cases 
technical  decisions  regarding  the  rules  and  regulations  will  be  resolved  in  favor  of 
the  member. 

CLAIMS  DIVISION: 


This  division  has  the  responsibility  for  handling  claims  submitted  for  payment  to 
Plan  I,  the  City  Administered  Health  Plan.  This  plan  is  divided  into  two  parts; 

1)  Basic  Benefits  Claims  -  these  claims  are  evaluated  in  this  office  and 
paid  through  the  Controller's  office  on  a  periodic  basis.  An  average  of 
about  1700  claims  are  processed  each  week,  representing  an  annual  expend- 
iture of  some  $^,216,958.00 

2)  Major  Medical  Claims  -  these  claims  are  assembled  initially  and  processed 
in  this  office  and  forwarded  to  the  Major  Medical  carrier  for  review  and 
payment.  Checks  in  payment  of  these  claims  are  returned  to  this  office 
for  distribution.  Weekly  volume  is  about  600  claims  with  an  annual  value 
of  about  $1,6<36.080.  There  has  been  an  increase  of  over  200$  in  the  volume 
of  such  claims  in  recent  year,  due  to  successive  reductions  in  the 
deductible  amount  required  to  qualify  for  major  medical  benefits.   During 
this  period  no  increase  in  staff  has  been  allowed  in  the  annual  budget. 
The  situation  was  worsened  by  the  deletion  of  two  permanent  positions 
effective  7-1-76. 

The  present  staff  of  the  claims  division  is  inadequate  to  handle  the  workload  if 
every  employee  is  present  every  day.  This  is  patently  impossible  since  this  staff 
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is  entitled  collectively  to  in  excess  of  one  employee  work  year  in  vacation  and  sick 
leave  allowances.   When  the  affects  of  the  great  influx  into  Plan  I  is  studied  in 
depth,  it  becomes  immediately  apparent  that  the  present  staff  is  unable  to  cope  with 
the  additional  workload.   To  add  to  this  dilemma,  the  budget  analysts  none  of  whom 
ever  come  over  to  the  Health  Service  System  to  review  the  operation,  deleted  two  (2) 
permanent  budgeted  positions  from  this  small  department  for  fiscal  year  1976-1977. 

The  Claims  Division  must  also  maintain  close  liaison  with  the  Compensation  Claims 
Division  of  the  Retirement  System  in  order  to  ensure  refund  of  monies  expended  on 
cases  later  determined  to  have  been  industrial  in  origin.  Close  surveillance  of 
this  aspect  is  required  to  protect  the  financial  structure  of  the  System. 

PUBLIC  HEARING: 

In  accordance  with  Charter  provisions,  a  public  hearing  was  held  January  15,  1976. 
Representatives  from  two  outside  plans  were  present,  and  many  questions  were  directed 
to  representatives  of  Kaiser  and  Blue  Cross.  The  President  of  the  Board,  Commissioner 
Harry  Paretchan,  reviewed  the  System's  previous  year's  operations;  and  Mr.  Juan  B. 
Rael,  Jr.,  of  the  firm  of  Rael  and  Letson,  the  System's  Actuaries,  commented  on  the 
rates,  the  coverages,  and  the  gain  and  loss  specifics  of  the  preceding  year.  Those 
in  attendance  were  outspoken  in  their  praise  for  the  System  generally,  and  several 
improvements  were  recommended.  The  main  issue  seemed  to  be  maximum  coverage  with 
minimum  cost. 

ACTUARIAL  STATUS: 

Mr.  Juan  B.  Rael,  Jr.,  our  full  time  Actuary,  presents  a  detailed  report  monthly  with 
current  figures  for  all  financial  trends  and  transactions  of  the  System.  His  report 
monthly  and  yearly  to  date  include  Plan  I  basic  benefits,  major  medical  particularly, 
and  general  reference  by  comparison  is  made  to  the  other  two  plans,  Kaiser  and  Blue 
Cross.   Please  refer  to  Actuarial  Report  attached  as  Exhibit  B. 

It  should  be  noted  for  this  fiscal  period  that  the  Health  Service  System  enjoyed  a 
92%  loss  ratio,  i.e.,  all  revenue  received  was  expended  for  medical  benefits  but  with 
a  larger  than  normal  surplus  generated.  Benefits  will  be  increased  to  utilize  this 
surplus  and  an  effort  will  be  made  to  end  up  with  a  100%  loss  ratio  for  the  next 
fiscal  year.  The  System  operated  on  a  100%  loss  ratio  for  the  preceeding  two  (2) 
fiscal  years,  a  very  difficult  plateau  to  reach  in  a  municipal  reserve  type  system. 

ANALYSIS  OF  SYSTEM  FROM  MEDICAL  VIEWPOINT: 

The  year  that  has  just  passed  was  one  of  quiet  satisfaction  for  the  Health  Service 

Board,  the  administration  of  the  System,  and  the  staff  involved  in  its  operation. 

We  have  been  able  to  cope  with  the  increased  costs  of  hospitalization  and  medical 
care;  add  additional  benefits  and  provide  for  the  costs  of  the  newer  sophisticated 
expensive  procedures  and  still  maintain  our  financial  solvency  and  services. 

The  alterations  anticipated  in  the  health  delivery  system  of  our  nation  did  not 
occur,  and  therefore  no  changes  became  necessary  to  incorporate  such  schemes  into 
our  Plan.  Whether  National  Insurance  of  some  sort  will  become  an  actuality  is  for 
Congress  to  decide.  All  we  can  do  at  the  present  is  watch,  wait,  and  be  prepared 
to  adjust  the  Health  Service  System  to  conform. 


k  - 


During  tr.i;  year  we  have  been  able  to  increase  our  hospital  allowances,  out-patient 
X-Kay  an>!  laboratory,  ambulance  allowances,  maternity  benefits,  and  medical  fees  to 
meet  the  higher  costs  incurred  by  our  members.   A  new  Vision  Care  Plan  was  instituted 
both  for  members. and  their  dependents.   Newborns  are  now  considered  members  from 
birth,  and  the  new  expensive  Neo-Natal  Intensive  Care  Units  are  covered  for  the  first 
time.   This  last  benefit,  in  our  estimation,  removes  a  great  deal  of  the  financial 
strain  that  may  devolve  on  the  younger  families  associated  with  Plan  I  of  the  Health 
Service  System. 

Our  relationship  with  Phoenix  Mutual,  our  Major  Medical  carrier,  has  been  a  most 
cordial  and  cooperative  one.  Between  our  Basic  and  Major  Medical  coverages,  the 
members  of  Plan  I  of  the  Health  Service  System  are  receiving  excellent  coverage  and 
service. 

Fine  and  comprehensive  coverage  has  been  provided  by  our  alternate  plans,  Blue  Cross 
and  Kaiser,  and  our  rapport  with  these  carriers  has  been  most  satisfactory.  The 
Health  Plan  of  the  San  Francisco  Medical  Society  has  performed  well  the  task  of  pro- 
cessing the  Blue  Cross  medical  claims  of  our  members. 

Are  there  areas  of  improvement?  Of  course.  Dental  care  is  no  longer  a  stepchild 
of  health  care  but  an  integral  part  of  the  whole  health  concept.  Alcoholism  is  more 
and  more  considered  a  major  medical,  psychological,  and  social  problem  and  should  be 
treated  as  such.  Psychiatric  care  could  be  broadened  and  extended  with  great  value 
not  only  personally  to  the  member,  but  to  the  family.  Provision  for  convalescent 
care  and  home  visits  by  a  health  worker  including  physical  therapists  should  be 
studied. 

Yearly  we  study  the  trends  of  medicine  and  surgery  and  the  needed  changes  necessary 
to  provide  the  best  coverage  affordable.   So  far  we  have  been  able  to  do  this 
successfully. 

In  concluding  this  report,  we  look  with  satisfaction,  but  not  smugness,  on  what  has 
been  accomplished  during  the  past  year.  We  hope  that  such  success  will  continue  as 
the  results  of  our  efforts.  You  may  be  assured  that  we  will  continue  to  look  forward 
and  not  be  mired  in  complacency.   (Report  by  J.  T.  Fitzgerald,  M.D.,  Medical  Advisor) 

GENERAL  ACCOUNTING  INFORMATION  AND  BUDGETARY  COMPARISONS: 

The  revenues  received  from  members' contributions  per  E.D.P.'s  computer  runs  for  fiscal 
year  ending  June  30,  1976  were  517,390,882.95.  Please  refer  to  "Health  Service  System's 
Statement  of  Revenue  and  Expenditures  for  Fiscal  Year  1975-1976"  shown  as  Exhibit  B, 
Particular  attention  is  called  to  the  total  revenue  available  column. 

The  actual  expenditures  for  fiscal  year  1975-1976  consisting  of  payments  for  medical 
claims  for  Plan  I  -  City  Administered  Plan,  premiums  due  Phoenix  Mutual  Life  Insurance 
Company,  our  Major  Medical  contract  underwriter,  Kaiser  Foundation  Health  Plan,  and 
Blue  Cross  Hospital  Service  Plan  -  totaled  $16,828,685.26. 

The  difference  between  revenues  received  from  members'  contributions  and  that  of  actual 
expenditures  for  the  fiscal  year  was  offset  by  City  Matching  fund,  the  Retired  Subsidy 
fund  and  the  reserve  carried  forward  from  the  preceding  fiscal  year. 
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The  malpractice  insurance  problem  continues  to  distort  the  operational  picture  and 
to  create  a  somewhat  misleading  surplus  account. 

The  Health  Service  System  presently  holds  a  contingency  reserve  account  in  the 
amount  of  52,000,000.00  on  certificated  deposits  with  local  banks.   The  maturity 
dates  on  these  deposits  are  staggered  in  the  light  of  availability  and  obtaining 
the  highest  yields. 

Please  refer  to  Exhibit  A,  Comparison  of  Expenditures,  Fiscal  Years  197^1975  and 
1975-1976,  and  Exhibit  B,  Statement  of  Revenue  and  Expenditures,  attached  and 
incorporated  in  this  report. 

RECOMMENDATIONS : 

1)  Increase  in  Table  of  Organization 

An  increase  in  the  claims  processing  staff  has  become  a  necessity.   The 
workload  has  reached  a  point  where  the  illness  or  loss  of  one  person  on 
vacation,  etc.,  can  at  times  cause  an  undesirable  backlog  and  delay  in 
payment  of  claims. 

2)  Plan  I,  the  City  Administered  Plan  is  presently  offering  the  best  medical 
delivery  system  for  the  money  in  the  State  of  California.  The  plan  has 
been  held  up  as  a  model  to  the  other  57  counties  in  the  State  outlining 
to  them  how  a  self- funded  system  should  operate.  The  benefits  offered 
have  made  the  City  Plan  most  attractive  to  our  membership.  The  present 
staff  cannot  handle  the  increased  workload;  yet  two  permanent  positions 
were  cut  from  the  table  of  organization  for  the  fiscal  year  1976-1977. 

It  is  urgently  requested  that  your  staff  look  into  this  problem 
immediately. 

3)  Closer  Accounting  Control 

An  autonomous  accounting  department  is  a  necessity  for  an  operation  such 
as  the  Health  Service  System.  The  inflow  and  outflow  of  receipts  and 
disbursements  is  such  that  a  current  and  readily  available  financial 
position  is  mandatory.  The  volume  of  work  passing  through  this  small 
department  is  unbelievable. 
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HEALTH  SERVICE  SYSTEM 
COMPARISON  OF  EXPENDITURES 
FISCAL  YEARS  1974-1975  AND  1975-1976 


Salaries 

Overtime 

Fees  and  Other  Compensation 

Contractual  Services 

Materials  and  Supplies 

Fixed  Charges 

Retirement  Allowances 

Social  Security  Tax 

Health  Service  Allowances 

Controller's  E.D.P. 

Services  of  Other  Departments 
(Election  of  B.M.) 

TOTAL 


I974-I975 

278,212.68 

440.72 

125.00 

13,632.56 

4,721.65 

105.00 

kk, k23.17 

13,465.01 

6,082.61 

210,600.00 

571,808.40 


1975-1976 

273,260.49 

383.16 

150.00 

13,681.00 

3,292.00 

171.00 

43,281.68 

12,909.21 

6,363.60 

186,730.00 

1,641.00 
541,863.14 
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DOCUMENTS 

ANNUAL  DEPARTMENTAL  REPOP.T  TO  THE  MAYOR 

i 
HEALTH  SERVICE  SYSTEM 

Fiscal  Year  July  1,  1976  -  June  30,  1977 

KISTC5Y: 

The  Health  Service  System  was  established  by  Charter  Amendment  in  March  of  1937  and 
has  been  conducting  business  officially  since  October  1933.   In  1961,  the  Health 
Service  System  became  a  fully  budgeted  department  of  the  City  of  San  Francisco  and 
has  been  operating  within  its  budget  since  that  time. 

The  System  was  unique  when  it  was  established  because  it  provided  for  a  self-funded 
(u-insured)  medical  plan  and  today  it  is  one  of  the  few  county  or  municipal  plans  in 
the  United  States  which  handles  its  medical  program  on  a  self-funded  basis. 

MEDICAL  PLANS  077TPED: 


Three  plans  were  offered  to  the  membership  at  large  in  this  fiscal  year.  Plan  I,  the 
City  Administered  Plan;  Plan  II,  Kaiser  Foundation  Health  Plan;  and  Plan  III,  Blue 
Cross  of  Northern  California. 

Basic  benefits  for  the  City  Administered  Plan  are  processed  and  paid  through  the 
Health  Service  System  office.  Phoenix  Mutual  Life  Insurance  Company  is  our  under- 
writer for  our  major  medical  plan  in  connection  with  the  City  Administered  Plan.  The 
Kaiser  Plan,  considered  to  be  a  community  rated  plan,  underwrites  its  own  major 
medical  contract 

The  above-named  plans  provide  adequate  and  diversified  coverage  and,  in  most  instances, 
reasonable  premium  rates  to  the  membership. 

HEALTH  SERVICE  BOARD: 


The  Health  Service  Board  is  entrusted  -with  the  responsibility  of  providing  the  best 
possible  medical  coverage  at  a  reasonable  cost  to  all  its  members.  The  Board  presently 
is  composed  of  three  members  elected  from  the  membership  at  large,  two  ex-officio 
members  from  City  government,  and  two  members  appointed  by  the  Mayor  representing 
business  interest  in  San  Francisco: 

Employee  Members:    Mr.  F.  Walter  Johnson 
Retirement  System 

Mr.  Frank  Lucibello 
Public  Health 

Mr.  Harry  Paretchan 

San  Francisco  Fire  Department 

Ex-Gfficio  Members:  Hon.  John  J.  Earbagelata 

Chairman  Finance  Committee 

San  Francisco  Board  of  Supervisors 

Mr.  Thomas  A.  Tcomey 

Representing  Mr.  Thomas  M.  O'Connor,  City  Attorney 
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Appointed  Members:  Abraham  Bernstein,  M.D. ,  President 
Practicing  Physician 

Mr.  Robert  E.  Hassing 
Insurance  Executive 
Joseph  A.  Wynne  Agency 

It  is  felt  that  the  composition  of  the  Health  Service  Board  presents  a  very  well- 
balanced  working  unit.  There  is  a  close  liaison  established  between  the  City 
employees,  City  governmental  officials,  and  downtown  business  interests. 

RATES: 

The  Health  Service  Board  continues  to  survey  currently  through  a  committee  structure 
comparative  premium  rates  throughout  the  medical  field.  Periodically,  the  findings 
and  changes  uncovered  as  a  result  of  the  survey  are  presented  to  the  full  Board  for 
consideration,  and  are  implemented  in  rate  changes  at  the  commencement  of  each  fiscal 
year.  It  might  be  added  that  the  Board  is  primarily  responsible  for  setting  the 
rates  for  Plan  I  and  for  the  major  medical  carrier.  For  the  remaining  plans  offered, 
it  becomes  the  Board's  responsibility  to  determine  whether  or  not  the  contract  rates, 
as  presented,  are  in  line  with  the  benefits  provided. 

CITY'S  CONTRIBUTION  TO  ACTIVE  AND  RETIRES  EMPLOYEES  MEDICAL  INSURANCE  PREMIUMS: 
Effective  July  1,  1976,  the  City  and  County  of  San  Francisco  contributed  527.30  per 
month  toward  the  cost  of  an  active  employee's  medical  insurance  coverage.  This 
$27.30  represented  an  increase  of  $2.59  over  the  City's  contribution  for  the  previous 
fiscal  year  and  represented  100%  of  the  average  being  contributed  by  the  ten  (10) 
most  populous  counties  in  the  State  of  California.  Dependents  are  not  subsidized; 
the  City's  contribution  is  for  the  member  only. 

RETIRES  SUBSIDY: 

The  City  also  subsidizes  retired  employees.  The  Charter  requires  that  Active  and 
Retired  employees  pay  the  same  amount  out  of  pocket.  The  Retired  Subsidy  will  then 
fluctuate  as  the  rates  for  the  entire  System  fluctuate.  As  an  example,  the  contract 
rate  for  a  single  active  member  in  Plan  I  for  the  fiscal  year  1976-77  was  $23.30  per 
month.  The  rate  for  a  retired  single  member  was  $53.32  per  month.  When  the  City 
contribution,  $27.30>  was  subtracted  from  the  $28.30  rate,  the  active  employee  was 
paying  $1.00  per  month  out  of  pocket.  His  retired  counterpart  could  then  pay  no  more 
than  $1.00  out  of  pocket,  Subtracting  the  $1.00  payment  by  the  active  employee  from 
the  $53«32  rate  for  the  retired  employee,  we  arrive  at  a  fig-are  of  $52.32  (the 
Retired  Subsidy).   It  is  interesting  to  note  that  the  City  contributed  $52.32  per 
month  for  a -retired  member  and  only  $27.30  per  month  for  an  active  employee  for  this 
fiscal  year. 

MEMB  EJRSHIP  DIVISION : 


The  Membership  Division  of  the  Health  Service  System  underwent  a  partial  reorgani- 
zation during  the  previous  fiscal  year,  and  the  Division  as  reorganized  is  functioning 
very  well.  There  are  presently  25,79'*-  active  employees,  8,129  retired  employees,  and 
1,^29  resigned  employees  and  residual  members.  When  the  dependents  of  these  groups 
are  added,  the  Membership  Division  is  exercising  control  over  some  72,000,  These 
figures  clearly  indicate  the  ever  increasing  workload  in  this  department. 
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A  very  close  liaison  is  established  between  Data  Processing  and  Payroll  Deductions. 
Down  through  the  years,  as  the  bugs  have  been  ironed  out  of  E.D.P.,  the  working  coa- 
ditions  existing  between  Data  Processing  and  this  Membership  Division  have  been 
streamlined  to  a  great  degree.  The  personnel  of  this  department  have  been  briefed 
and  indoctrinated  in  the  working  of  the  Data  Processing  Center,  and  are  acquainted 
with  the  mutual  problems  that  exist  between  the  two  departments. 

The  membership  Division  also  works  closely  with  the  Retirement  System  staff.  A  list 
of  new  retirees  is  forwarded  to  the  Health  Service  System  monthly.  The  rate  structure 
changes  and  Medicare  membership  must  be  considered;  plan  selection  is  a  factor;  and 
finally,  starting  off  the  retiree  with  new  payroll  deductions,  etc.,  is  implemented. 
This  operation  requires  a  cooperative  effort  between  this  Department,  the  Retirement 
System  and  the  Controller's  E.D.P.  Division. 

RULES  AND  REGULATIONS: 

The  Health  Service  Eoard,  through  its  committee  structure,  over  the  past  years,  has 
completely  re-written  the  rules  and  regulations  for  this  System.  Updated  Rules  to 
include  current  changes  were  printed  in  January  1,  1976  and  are  available  to  each 
member.   In  addition,  each  member  is  provided  with  a  Comparison  of  Plans  sheet  out- 
lining benefits  and  rates  for  the  fiscal  year.  A  digest  of  the  important  facets  of 
the  rules  and  regulations  is  also  printed  on  the  Comparison  of  Plans  sheet.  The  two 
most  important  items  would  be  the  month  of  May  sign-up  period  and  the  three  conditions 
for  being  carried  in  an  Exempt  status  in  the  System;  (l)  adequate  outside  coverage, 
(2)  religious  belief,  and  (3)  annual  salary  in  excess  of  $1^,000. 

The  Health  Service  Board  realizes  that  this  is  a  "service  system,"  and  in  most  cases 
technical  decisions  regarding  the  rules  and  regulations  will  be  resolved  in  favor  of 
the  member, 

CLAIMS  DIVISION: 

This  division  has  the  responsibility  for  handling  claims  submitted  for  payment  to 

Plan  I,  the  City  Administered  Health  Plan.  This  plan  is  divided  into  two  parts; 

1)  Easic  Benefits  Claims  -  about  2,200  claims  are  received  each  week.  When  this 
figure  is  multiplied  by  52,  we  arrive  at  a  figure  in  excess  of  110,000  for 
the  year.  The  expenditure  figure  for  Basic  Benefits  claims  was  S5, ILL, 516 -63, 
very  close  to  a  one  million  dollar  increase  over  the  previous  fiscal  year. 

2)  Hajor  Medical  Claims  -  these  claims  are  assembled  initially  and  processed 
in  this  office  and  for'^arded  to  the  Major  Medical  carrier  for  review  and 
payment.  Checks  in  payment  of  these  claims  are  returned  to  this  office 

for  distribution.   Weekly  volume  is  approximately  800  claims  with  an  expendi- 
ture of  S2, 03l,062.39  ior  the  fiscal  year  1976-1977. 

3)  Medicare  Claims  -  Approximately  250  Medicare  claims  are  processed  weekly. 
They  are  forwarded  to  Phoenix  Mutual  for  further  processing  and  payment. 

SPECIAL  NOTE: 

The  present  staff  of  the  Claims  Division  is  absolutely  inadequate  to  handle  the 
increased  workload  and  the  ever  increasing  volume  amplifies  the  deficiency  daily. 
When  the  affects  of  the  great  influx  into  Plan  I  is  studied  in  depth,  it  becomes 
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immediately  apparent  that  the  present  staff  is  unable  to  cope  with  the  additional 
workload.  To  add  to  this  dilemma,  the  budget  analysts  none  of  whom  ever  cone  over  to 
the  Health  Service  System  to  review  the  operation,  deleted  two  (2)  permanent  budgeted 
positions  from  this  small  department  for  fiscal  year  1976-1977. 

A  supplemental  appropriation  was  requested  in  the  early  part  of  the  fiscal  year  and 
Mayor  Moscone  realizing  the  urgency  of  the  matter  classified  the  request  • Emergency' 
and  two  positions  were  replaced. 

The  Claims  Division  must  also  maintain  close  liaison  with  the  Compensation  Claims 
Division  of  the  Retirement  System  in  order  to  ensure  refund  of  monies  expended  on  cases 
later  determined  to  have  been  industrial  in  origin.  Close  surveillance  of  this  aspect 
is  required  to  protect  the  financial  structure  of  the  System. 

PUBLIC  HEARING: 


In  accordance  with  Charter  provisions,  a  public  hearing  was  held  on  January  20,  1977. 
Representatives  from  two  outside  plans  were  present,  and  many  questions  were  directed 
to  representatives  of  Kaiser  and  Blue  Cross.  The  President  of  the  Board,  Commissioner 
Abraham  Bernstein,  M.D. ,  reviewed  the  System's  previous  year's  operations;  and  Mr.  Juan 
B.  Rael,  Jr.,  of  the  firm  of  Rael  and  Letson,  the  System's  Actuaries,  commented  on  the 
rates,  the  coverages,  and  the  gain  and  loss  specifics  of  the  preceding  year.  Those  in 
attendance  were  outspoken  in  their  praise  for  the  System  generally,  and  several 
improvements  were  recommended.  The  main  issue  seemed  to  be  maximum  coverage  with 
minimum  cost . 

ACTUARIAL  STATUS: 


Mr.  Juan  3.  Rael,  Jr.,  our  full  time  Actuary,  presents  a  detailed  report  monthly  with 
current  figures  for  all  financial  trends  and  transactions  of  the  System.  His  report 
monthly  and  yearly  to  date  include  Plan  I  basic  benefits,  major  medical  particularly, 
and  general  reference  by  comparison  is  made  to  the  other  two  plans,  Kaiser  and  Blue 
Cross.  Please  refer  to  Actuarial  Report  attached  as  Exhibit  B. 

It  should  be  noted  for  the  fiscal  period  that  the  Health  Service  System  experienced  a 
108^  loss  ratio.  All  revenues  received  were  expended  for  medical  benefits  plus  the 
erosion  of  a  portion  of  the  System's  reserves.  The  reserves  were  utilized  for  the 
vision  care  plan  and  to  expend  the  surplus  generated  in  the  previous  fiscal  year. 

ANALYSIS  OF  SYSTEM  FROM  MEDICAL  VIEWPOINT: 


It  is  most  gratifying  to  report  that  during  the  year  July  197b  -  June  1977  we  have  been 
able  to  increase  the  basic  benefits  of  Plan  I  of  the  Health  Service. 

Briefly,  on  January  kt   1977  we  increased  our  daily  hospital  room  allowance  to  3130.00 
per  day  and  miscellaneous  charges  to  £2, 600.00  per  year.  Physician  office  calls  and 
hospital  visits  were  increased  to  31^.00,  home  visits  to  S20.C0  and  night  calls  to 
$27.50-  The  basic  surgical  unit  was  increased  to  ShO.OO  per  unit  based  on  the  197^ 
edition  of  the  California  RVS,  correlated  with  the  1969  Schedule.  For  anesthesia 
services  we  increased  the  unit  value  based  on  the  same  correlation  to  $11.00  on  July  1, 
1977. 

All  the  changes  made,  we  feel,  were  significant  and  brought  our  basic  Health  Service 
benefits  in  line  with  the  increased  cost  of  medical  care. 


-  k  - 


It  was  unfortunate  for  all  concerned  that  Blue  Cross  of  Northern  California  found  it 
unfeasible  to  continue  their  contract  with  us  in  fiscal  year  1977-1973  as  the  coverage 
they  provided  and  the  claims  service  rendered  by  the  San  Francisco  Medical  Society  Health 
Plan,  Inc.  was  without  fault. 

Cur  support  with  Kaiser  Foundation  Health  Plan  and  with  our  major  medical  carrier, 
Phoenix  Mutual  Life  Insurance  Company,  continues  to  be  excellent.  The  additional 
clerical  services  rendered  us  by  Phoenix  was  most  important  in  carrying  us  over  a  very 
difficult  period  of  shortage  of  personnel. 

The  Kaiser  plan  for  some  tine  has  offored  individual  coverage  for  temporary  employees 
of  the  City  and  County  of  San  Francisco,  and,  additionally,  negotiations  have  been 
completed  to  offer  these  employees  (effective  July  1,  1977)  individual  coverage  under 
the  Children's  Hospital  Health  Plan.  With  either  of  these  plans  there  is  not  a 
contribution  from  the  City  and  County. 

The  Vision  Care  Flan  which  was  instituted  last  year  has  been  most  successful  and  has 
been  extended  to  those  members  of  the  Health  Service  under  Medicare. 

As  to  the  future.  The  present  status  and  type  of  National  Insurance  is  still  undetermined, 
but  I  believe  some  type  will  be  implemented.  The  question  is  'when1.  We  can  do  little 
at  this  time  but  be  aware  of  its  proximity  and  sketch  out  means  of  its  incorporation 
with  cur  System. 

Is  there  access  of  improvement?  Of  course.  Those  hiatuses  stated  in  our  report  of 
1575-1976  still  exist.   Dental  care,  alcoholism,  broadened  psychiatric  care,  convalescent 
and  home  visits  by  a  health  care  worker  or  physical  therapists  are  all  extensions  of  our 
coverage  that  should  be  studied  in  depth  and  implemented  if  possible. 

In  conclusion,  our  feelings  are  stated  succinctly  in  the  closing  paragraph  for  our 
report  for  the  year  1975-1976:   "We  look  with  satisfaction,  but  not  smugness,  on  what 
has  been  accomplished  during  the  past  year.  We  hope  that  such  success  will  continue 
as  the  results  of  our  efforts.   You  may  be  assured  that  we  will  continue  to  look  forward 
and  not  be  mired  in  complacency."  (Heport  by  J.  T.  Fitzgerald,  M.D.  Medical  Advisor) 

GENERAL  ACCOUNTING  INFORMATION  AND  BUDGETARY  COMPARISONS: 


The  revenues  received  frcm  members'  contributions  per  E.D.P.'s  computer  runs  for  fiscal 
year  ending  June  30,  1977  were  $20, 843. 777.06.  Please  refer  to  Health  Service  System 
Statement  of  Revenue  &  Expenditures  for  Fiscal  Year  1976-1977  shown  as  Exhibit  B. 
Particular  attention  is  called  to  the  total  revenue  available  column. 

The  actual  expenditures  for  fiscal  year  1976-1977  consisting  of  payments  for  medical 
claims  for  Flan  I  -  City  Administered  Plan,  premiums  due  Phoenix  Mutual  Life  Insurance 
Company,  our  Major  Medical  contract  underwriter,  Kaiser  Foundation  Health  Plan,  and 
Blue  Cross  of  Northern  California  -  totaled  $20,261,493.44. 

The  difference  between  revenues  received  from  members'  contributions  and  that  of  actual 
expenditures  for  the  fiscal  year  was  offset  by  City  Matching  fund,  the  Retired  Subsidy- 
fund  and  the  reserve  carried  forward  from  the  preceding  fiscal  year. 

The  Health  Service  System  presently  holds  a  contingency  reserve  account  in  the  amount 

of  32,000,000.00  on  certificated  deposits  with  local  banks.  The  maturity  dates  on 

these  deposits  are  staggered  in  the  light  of  availability  and  obtaining  the  highest  yield. 


Please  refer  to  Exhibit  A,  Comparison  of  Expenditures,  Fiscal  Years  1975-1976  and 
1976-1977.  This  exhibit  and  Exhibit  B  are  attached  and  incorporated  as  part  of  this 
report. 

RECOMMENDATIONS: 


1)  Increase  in  Table  of  Organization 

The  work  volume  has  increased  to  the  point  where  it  has  beccme  mandatory  to 
work  a  night  shift.  The  physical  plant  would  not  allow  working  room  for 
three  (3)  additional  process  clerks.  (Classification  1^7^) 

2)  Plan  I,  the  City  Administered  Plan,  is  presently  offering  the  best  medical 
delivery  system  for  the  money  in  the  State  of  California.  The  plan  has  been 
held  up  as  a  model  to  the  other  57  counties  in  the  State  outlining  to  them 
how  a  self-funded  system  should  operate.  The  benefits  offered  have  made  the 
City  Plan  most  attractive  to  our  membership.  The  present  staff  cannot  handle 
the  increased  workload;  yet  two  permanent  positions  ware  cut  from  the  table 
of  organization  for  the  fiscal  year  1976-1977.  They  were  replaced  on  an 
emergency  supplemental  appropriation. 

THE  ADDITIONAL  POSITIONS  HEFEBHED  TO  IN  PARAG3APH  (1)  ABOVE  ARE  AN  ABSOLUTE 
MUST. 

3)  Cash  Basis  as  Opposed  to  Accrual  Basis 

The  Health  Service  System  operates  on  a  cash  basis  with  the  Controller 
responsible  for  accrual  accounting. 

Serious  consideration  should  be  given  to  the  creation  of  an  accounting  section 
which  would  allow  this  system  to  control  its  own  business. 

The  inflow  and  outflow  of  receipts  and  disbursements  is  such  that  a  current 
and  readily  available  financial  position  is  mandatory.  The  volume  of  work 
passing  through  this  department  is  unbelievable. 

k)      Co-Mingled  Funds 

The  aaounts  held  as  Certificated  Deposits  in  the  Reserves  of  the  Health  Service 
System  were  built  up  from  both  City  and  County  contributions  and  active  and 
retired  employee  contributions.  The  City  and  County  does  not  subsidize  any 
dependents.  It  is  requested  that  an  attempt  be  made  to  determine  a  definite 
percentage  breakdown  for  these  C.D.'s  in  the  light  of  allowing  the  Health 
Service  Board  by  resolution  to  expend  the  employees'  portion  to  improve  both 
benefits  and  service. 
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HEALTH  SERVICE  SYSTEM 

COMPARISON  OF  EXPENDITURES 

FISCAL  YEARS  1975-1976  AND  1976-1977 


1975-1976  1976-1977 

Salaries  273,250.^9  281,071.82 

Overtiae  383. 16  333-66 

Fees  and  Other  Compensation  150.00  150.00 
1 

Contractual  Services  13, 63l.OO  l8.l85.V7 

Materials  and  Supplies  3,292.00  3,525.19 

Equipment  -0-  910.96 

Fixed  Charges  171.00  208.00 

Retirement  Allowances  **3, 231.68  48,850.91 

Social  Security  Tax  12,909.21  13,465.58 

Health  Service  Allowances  6,563.60  6,514.20 

Controller's  E.D.P.  186,730.00  173,244.00 

Services  of  Other  Departnents  1,641.00  638.27 

TOTAL  541,863.14  547,348.06 


>  w  w  w  w  a >-3 


WKWWMtc 


0 


vjj vm  vn  -p  -Pmj  -Pvn  -p 
m  co  j>  novo  ca  i\jvd  ro 
^OHCapvjivDMNi 

MHMf  en  rob  mi 
CnOGM-iVMVMCororo 

wosiMisicocnroro 


MJMI 
Ml  CO 
■I-  HM 

vOCOv 
vi  ru  ( 
O  H  ■ 


i  -P  OSI  Co  ro  mi  H  Co 


Mt-,rot-JhJ(-J(-'H-,l-'    MWM 

oicrio  dsi  gisisk3  osjui 
-pvo  ro^OMi^QMi  o  co  !—•  j— ■  -o 

jj  co  o  vm  o~>  ro  ro  co  mj  fmo 

COMlt-TOSlMJCOI-'O^   -p  Ol  ^O 
CO  ro  O  f\)vO  01  H  CO  OXOO 

I  h-'vO  H-i  COS] 


O-PCOMlMlMiSlCOS]  -f?  I 


SISIOSKOSISISIOSICOS] 

ni-omn:o  cncosiro  oimimi 
si-p-MJCfi-p-OMicri-F-voairo 


O  CO  -p  M  -o  -p-  4>  mi  vn  Mi  si  -P 
MivnvOMi  -p  roco  COSIMJ  .p-S) 
FMico-POivnro-PcriMJMivD 


ru  ro  ro  ro  ro  ro  ro  ro  ro  ro  i 
i-'i-'Coh-Toi-'rvrocoroi 
o  vw  ro  co  ai  ro  ro  aivn  ro< 


O  d  o  vOvm  mi  ro  ro  mi  p- 
vnoi-po-Pvo-p-poio 
Ml  Co  ClMl  CO  Ml  oimjvo  co 


mi  co 
roMi 


CO  CO  O  CO  CO  CO  CO  CO  O  OvOS) 
<-<  MS>  I-1  P  Ovmmi  Co  ro  OS] 
S!  Ml  0".  CO  SI  Mi  Mi  CI  M  TO  O  vO 

£  ^  VI  *5^Sif0~0  o  "si  ui 


MlMlSlMlMiMlMlMlSlMlMlMl 

O  CAMI  C\  CO  -P  GlMlMlMiM-IMJ 

■p  o  co  mj  mi  si  co  o  ru  <?\  si  co 


7T  "   _'       -r-    w  v*<  v_/  i  \j  \ji  vn  Ml  U>   4-^ 

-        W  Wto  pj  o  cn  rororo^OMJMi 

M^OSl  Gl MJ MJ  vD  M  COMIO  J> 

t-  aiMico  osi  roo-p  ovdo 


m  ro  r_>  ro  ro  ro  ro  ro  ro  H  ro  W 

KOOOOOO  OOOSIOS) 
1  "  ^mioh  cow  o 

;^0S)  •PMlOMlSKOai'b 


ICOCOMi-PMlCnvO-POMl 

■roh-'siooo-pro^vD 


B 


H-'h-'rol-'l-JI-'l-.Mt-'l-'l-'l-1 


vn Ml  O  01  C ii  vn  Gl  SI \0  Ml  01  Ml 
l-"Cy  VOMIvOCi-pvOGi  >-•  CO  SI 
"OO^l-OvOHCPiaivDH^ 

Mirorosi-POMJSicri-P'.p'CTi 
mj  ^o  mj  co  o  o  i-1  ro  ro  h  oai 

MlSJMJ  OOHO  OMJ  MJ  CO  CO 


u, 


ro  vo  si  -p  ro  Co 


>-'  J^  CO  OiSIMK-1  -PWMJ  vD 

tomj  o  ov>  omisimi  a\  roa> 

OJ^roCul-iSISl  C0M101  VI  vn 

o  ro  vn  ro  ru  vn  oi  o  -p  v3  vj  cr> 

H-MiMiCprovncoVriMiO  oca     .. 
roaiH  >si  ->ro  ro-pvw  comj    h 


yj     M^^o-iyj  F-Fci  rovi  ro  -p  o  co 

bioo'roopwoa'roos 

|o  ru  O  vO  !\J  CM  vn  -p  Ml  SI  01 S) 
irorovnOl-'OiSl^DMiMiMi 

1^75  "^  S^1  5  rob'ovococo 
lai  osi  -p-mi  omi  oi  ^  rosi  ai 


'Hf.'HHHh'l-'WHHro 


■  JPTOSlvO-^OHCOMlO^ 


M1VDCOS!  CO'o-'l-'i-'^J  foroMl 
I  CO  Ml 


y« 


ANNUAL  DEPARTMENTAL  REPORT  TO  THE  MAYOR 


M2S 


_  ,  HEALTH  SERVICE  SYSTEM 

Fiscal  Year  July  1,  1977  -  June  30,  1978 

HISTORY : 

The  Health  Service  System  was  established  by  Charter  Amendment  in  March  of  1937  and  has 
been  conducting  business  officially  since  October  1938.   In  1961,  the  Health  Service 
System  became-  a  fully  budgeted  department  of  the  City  of  San  Francisco  and  has  been 
operating  within  its  budget  since  that  time. 

The  System  was  unique  when  it  was  established  because  it  provided  for  a  self-funded 
(uninsured)  medical  plan  and  today  it  is  one  of  the  few  county  or  municipal  plans  in 
the  United  States  which  handles  its  medical  program  on  a  self- funded  basis. 

MEDICAL  PLANS  OFFERED I 

Only  two  plans  were  offered  to  the  membership  at  large  in  this  fiscal  year:  Plan  I, 
the  City  Administered  Plan,  and  Plan  II,  Kaiser  Foundation  Health  Plan.  Our  agreement 
with  Blue  Cross  of  Northern  California  was  terminated  as  the  rate  increases  requested 
were  prohibitively  high,  and  the  membership  conditions  imposed  could  not  possibly  have 
been  met  by  this  group. 

The  absence  of  a  third  plan  placed  an  awesome  burden  on  this  department;  to  the  degree 
that  it  was  most  difficult  to  operate  successfully.   The  increased  work  load  was 
certainly  not  in  line  with  the  table  of  organization  of  this  department.   Had  it  not 
been  for  dedicated  hard-working  employees,  the  results  to  this  department  would  have 
been  catastrophic. 

HEALTH  SERVICE  BOARD: 

The  Health  Service  Board  is  entrusted  with  the  responsibility  of  providing  the  best 
possible  medical  coverage  at  a  reasonable  cost  to  all  its  members.   The  Board  presently 
is  composed  of  three  members  elected  from  the  membership  at  large,  two  ex-officio 
members  from  City  government,  and  two  members  appointed  by  the  Mayor  representing 
business  interest  in  San  Francisco: 

Employee  Members:    Mr.  F.  Walter  Johnson 
Retirement  System 

Mr.  Frank  Lucibello 
Public  Health 

Mr.  Harry  Paretchan 

San  Francisco  Fire  Department 

Ex-Officio  Members:   Hon.  Quentin  L.  Kopp 

Chairman  Finance  Committee 

San  Francisco  Board  of  Supervisors 

Mr.  Thomas  A.  Toomey 

Representing  Mr.  Thomas  M.  O'Connor,  City  Attorney 


Appointed  Members:  Abraham  Bernstein,  M.D.,  President 
Practicing  Physician 

Mr.  Robert  E.  Hassing 
Insurance  Executive 
Joseph  A.  Wynne  Agency 

It  is  felt  that  the  composition  of  the  Health  Service  Board  presents  a  very  well- 
balanced  working  unit.  There  is  a  close  liaison  established  between  the  City  employees, 
City  governmental  officials,  and  downtown  business  interests.   There  is  no  more 
experienced  or  better  qualified  group  of  people  dictating  policy  for  any  department  in 
municipal  government  than  the  men  working  as  members  of  the  Health  Service  Board. 

RATES: 

The  Health  Service  Board  continues  to  survey  currently  through  a  committee  structure 
comparative  premium  rates  throughout  the  medical  field.   Periodically,  the  findings  and 
changes  uncovered  as  a  result  of  the  survey  are  presented  to  the  full  Board  for 
consideration,  and  are  implemented  in  rate  changes  at  the  commencement  of  each  fiscal 
year.  It  might  be  added  that  the  Board  is  primarily  responsible  for  setting  the  rates 
for  Plan  I  and  for  the  major  medical  carrier.  For  the  remaining  plans  offered,  it 
becomes  the  Board's  responsibility  to  determine  whether  or  not  the  contract  rates,  as 
presented,  are  in  line  with  the  benefits  provided. 

CITY'S  CONTRIBUTION  TO  ACTIVE  AND  RETIRED  EMPLOYEES  MEDICAL  INSURANCE  PREMIUMS: 
Effective  July  1,  1977,  the  City  and  County  of  San  Francisco  contributed  832.5**  per 
month  toward  the  cost  of  an  active  employee's  medical  insurance  coverage.  This  $32. 5*+ 
represented  an  increase  of  $5^24  over  the  City's  contribution  for  the  previous  fiscal 
year  and  represented  10Q&  of  the  average  being  contributed  by  the  ten  (10)  most 
populous  counties  in  the  State  of  California.  Dependents  are  not  subsidized;  the 
City's  contribution  is  for  the  member  only. 

RETIRED  SUBSIDY: 

The  City  also  subsidizes  retired  employees.   The  Charter  requires  that  Active  and 
Retired  employees  pay  the  same  amount  out  of  pocket.   The  Retired  Subsidy  will  then 
fluctuate  as  the  rates  for  the  entire  System  fluctuate.  As  an  example,  the  contract 
rate  for  a  single  active  member  in  Plan  I  for  the  fiscal  year  1977-1978  was  537 .04  per 
month.  The  rate  for  a  retired  single  member  was  $70.48  per  month.  When  the  City 
contribution,  $32. 54,  was  subtracted  from  the  $37.04  rate,  the  active  employee  was 
paying  $4.50  per  month  out  of  pocket.   His  retired  counterpart  could  then  pay  no  more 
than  $4.50  out  of  pocket.   Subtracting  the  $^.50  payment  by  the  active  employee  from 
the  $70:48  rate  for  the  retired  employee,  we  arrive  at  a  figure,  $65.98  (the  Retired 
Subsidy).   It  is  interesting  to  note  that  the  City  contributed  $65.98  per  month  for 
a  retired  member  and  only  532.54  per  month  for  an  active  employee  for  this  fiscal  year. 

MEMBERSHIP  DIVISION: 

The  Membership  Division  of  the  Health  Service  System  underwent  a  partial  reorganization 

during  the  previous  fiscal  year,  and  the  Division  as  reorganized  is  functioning  very 

well.  There  are  presently  25,891  active  employees,  8,360  retired  employees,  and 

l,M+8  resigned  employees  and  residual  members.   When  the  dependents  of  these  groups  are 

added,  the  Membership  Division  is  exercising  control  over  some  72,000.   These  figures 

clearly  indicate  the  ever  increasing  workload  in  this  department. 


-  2  - 


A  very  close  liaison  is  established  between  Data  Processing  and  Payroll  Deductions. 
Down  through  the  years,  as  the  bugs  have  been  ironed  out  of  E.D.P.,  the  working  con- 
ditions existing  between  Data  Processing  and  this  Membership  Division  have  been  stream- 
lined to  a  great  degree.  The  personnel  of  this  department  have  been  briefed  and 
indoctrinated  in  the  working  of  the  Data  Processing  Center,  and  are  acquainted  with  the 
mutual  problems  that  exist  between  the  two  departments. 

The  membership  Division  also  works  closely  with  the  Retirement  System  staff.  A  list  of 
new  retirees  is  forwarded  to  the  Health  Service  System  monthly.  The  rate  structure 
changes  and  Medicare  membership  must  be  considered;  plan  selection  i6  a  factor;  and 
finally,  starting  off  the  retiree  with  new  payroll  deductions,  etc.,  is  implemented. 
This  operation  requires  a  cooperative  effort  between  this  Department,  the  Retirement 
System  and  the  Controller's  E.D.P.  Division. 

RULES  AND  REGULATIONS; 

The  Health  Service  Board,  through  its  committee  structure,  over  the  past  years,  has 
completely  re-written  the  rules  and  regulations  for  this  System.  Updated  Rules  to 
include  current  changes  were  printed  in  January  1,  1976  and  are  available  to  each 
member.   In  addition,  each  member  is  provided  with  a  Comparison  of  Plans  sheet  out- 
lining benefits  and  rates  for  the  fiscal  year.   A  digest  of  the  important  facets  of  the 
rules  and  regulations  is  also  printed  on  the  Comparison  of  Plans  sheet.   The  two  most 
important  items  would  be  the  month  of  May  sign-up  period  and  the  three  conditions  for 
being  carried  in  an  Exempt  status  in  the  System;   (1)  adequate  outside  coverage, 
(2)  religious  belief,  and  (3)  annual  salary  in  excess  of  $1^,000. 

The  Health  Service  Board  realizes  that  this  is  a  "service  system,"  and  in  most  cases 
technical  decisions  regarding  the  rules  and  regulations  will  be  resolved  in  favor  of 
the  member. 

During  fiscal  year  1977-1978,  a  manual  was  printed  and  available   to  all  members  of 
Plan  I  and  distributed  to  the  retired  members,  which  served  as  a  guide  to  the  processing 
of  medical  claims.  This  publication  has  benefited  the  entire  membership  but  particularly 
the  retired  members.         • 

CLAIMS  DIVISION: 

This  division  has  the  responsibility  for  handling  claims  submitted  for  payment  to  Plan  I, 

the  City  Administered  Health  Plan.   This  plan  is  divided  into  two  parts; 

1)  Basic  Benefits  Claims  -  about  2,V?0  are  received  each  week.   When  this  figure 
is  multiplied  by  52,  we  arrive  at  a  figure  in  excess  of  127,000  for  the  year. 
The  expenditure  figure  for  Basic  Benefits  claims  was  $6,9'+l»^23.'+7,  very 
close  to  a  one  million  dollar  increase  over  the  previous  fiscal  year. 

2)  Major  Medical  Claims  -  these  claims  are  assembled  initially  and  processed  in 
this  office  and  forwarded  to  the  Major  Medical  carrier  for  review  and  payment. 
Checks  in  payment  of  these  claims  are  returned  to  this  office  for  distribution. 
Monthly  volume  is  approximately  1,000  claims  with  an  expenditure  of  33.555, h8k, V?. 

3)  Medicare  Claims  -  Approximately  250  Medicare  claims  are  processed  weekly. 
They  are  forwarded  to  Phoenix  Mutual  for  further  processing  and  payment. 
Medicare  claims  cause  anguish  to  our  retired  employees.  The  situation  is  such 
that  considerable  paper  work  is  involved  prior  to  submission,  which  at  best  is 
difficult  to  accomplish 
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The  Claims  Division  must  also  maintain  close  liaison  with  the  Compensation  Claims 
Division  of  the  Retirement  System  in  order  to  ensure  refund  of  monies  expended  on  cases 
later  determined  to  have  been  industrial  in  origin.  Close  surveillance  of  this  aspect 
is  required  to  protect  the  financial  structure  of  the  System. 

Due  to  the  exceptional  number  of  retirements  from  City  Service  during  the  past  fiscal 
year,  an  administrative  burden  was  placed  on  the  Compensation  Claims  Division  of  the 
Retirement  System  that  it  could  not  possibly  handle  with  the  table  of  organization 
allowed;  as  a  result  payment  of  Health  Service  System  liens  for  disability  retirees  have 
not  been  honored  on  a  current  basis.   This  situation  affects  the  financial  position  of 
this  system. 

PUBLIC  HEARING: 

In  accordance  with  Charter  provisions,  a  public  hearing  was  held  on  January  19,  1978. 
Representatives  from  Kaiser  were  present,  and  many  questions  were  directed  to  them.   The 
President  of  the  Board,  Commissioner  Abraham  Bernstein,  M.D. ,  reviewed  the  System's 
previous  year's  operations;  and  Mr.  Juan  B.  Rael,  Jr.,  of  the  firm  of  Rael  and  Letson,  the 
System's  Actuaries,  commented  on  the  rates,  the  coverage,  and  the  gain  and  loss  specifics 
of  the  preceding  year.   Those  in  attendance  were  outspoken  in  their  praise  for  the  System 
generally  and  several  improvements  were  recommended.   The  main  issue  seemed  to  be  maximum 
coverage  with  minimum  cost. 

ACTUARIAL  STATUS: 

Mr.  Juan  B.  Rael,  Jr.,  our  full-time  Actuary,  presents  a  detailed  report  monthly  with 
current  figures  for  all  financial  trends  and  transactions  of  the  System.   His  report, 
monthly  and  yearly  to  date  include  Plan  I  basic  benefits  and  major  medical.   The  Kaiser 
Foundation  Health  Plan  is  included  generally  to  indicate  revenues  and  expenditures. 
Please  refer  to  Exhibit  B  attached. 

It  should  be  noted  for  the  fiscal  period  that  the  Health  Service  System  experienced  a 
100%  loss  ratio.   All  revenues  received  were  expended  for  medical  benefits;  this 
incidentally  represents  the  epitome  of  success  in  a  reserve  type  system.   The  reserves 
for  incurred  but  unpaid  claim's  and  any  contingency  that  may  arise  is  adequately  covered 
by  the  2.9  million  dollars  presently  held  in  certificated  deposits. 

ANALYSIS  OF  SYSTEM  FROM  MEDICAL  VIEWPOINT: 

Again  this  year  we  have  been  able  to  increase  some  of  the  Basic  Benefits  paid  by  Plan  I, 
helping  to  alleviate  the  continued  cost  of  medical  care,  while  still  maintaining  our 
members  contributions  to  practically  the  same  level  as  1976-1977. 

We  have  increased  office  calls  to  $14.00  a  visit,  daily  hospital  room  rate  to  $130.00, 
and  auxiliary  costs  to  52,600.00  a  year.   Maternity  benefits  have  been  raised  to 
51,200.00  for  hospital  and  professional  charges.   This  is  a  flat  reimbursement  without 
any  excess  charges  being  paid  by  Phoenix  Mutual.   Charges  for  ambulance  service  to  or 
from  a  hospital  when  ordered  by  a  physician  are  now  covered  to  a  maximum  of  $100.00. 

A  new  plan,  Children's  Hospital  Health  Plan,  has  been  accepted.   This  is  a  closed-panel 
pre-paid  group  based  at  Children's  Hospital  and  utilizing  their  plan,  and  members  of  their 
staff.   This  Plan  begins  service  on  July  1,  1978,  and  no  critique  of  their  medical  delivery 
can  be  rendered  until  1979 •   This  Plan  was  carefully  studied  and  was  felt  to  be  sound, 
both  financially  and  medically. 

The  Vision  Care  Plan  has  been  very  successful,  well  utilized,  and  relations  with  the 
organization  have  been  extremely  satisfactory. 
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Effective  July  1,  1978)  a  new  prescription  drug  plan  was  instituted  under  the  auspices 
of  Phoenix  Mutual  and  serviced  by  the  Pharmaceutical  Card  System,  Inc.,  a  Foremost 
McKesson  Company.  Under  this  plan,  any  prescription  of  any  cost  will  be  filled  by  a 
'member  pharmacy'  for  $2.00.  This  appears  to  be  an  excellent  program. 

We  have  attempted  to  maintain  our  schedule  of  reimbursement  of  claims  payments  and  feel 
that,  in  general,  we  have  been  very  successful.  Shortages  of  personnel  and  training  of 
replacements  has  been  a  constant  stumbling  block  this  year  and  we  hope  it  will  not  be 
such  a  factor  in  1978-1979 •  We  have  received  invaluable  clerical  help  from  Phoenix 
during  the  year  in  alleviating  this  problem  as  regards  our  Major  Medical  program. 

It  is  redundant  to  state  that  our  relations  with  Kaiser  and  with  Phoenix  have  been 
excellent  and  cordial,  but  I  feel  I  would  be  amiss  in  not  stressing  this  fact. 

No  system  of  health  care  delivery  can  afford  to  become  static.  We  are  constantly 
studying  new  ways  to  improve  and  broaden  our  coverage.  We  have  been  investigating 
various  concepts  of  dental  care  coverage  and  their  implementation.   Consideration  of 
broader  coverage,  such  as  alcoholism,  mental  health,  and  long-term  care  have  been 
discussed.   We  already  accept  new-born  as  members  at  birth,  which  lightens  the  burden 
on  the  younger  member  parents  of  Plan  I. 

In  conclusion,  our  aims  are  still  those  expressed  in  the  closing  paragraphs  of  the 
reports  for  1975-1976,  and  restated  again  in  1977-1978:   "We  look  with  satisfaction, 
but  not  smugness,  on  what  has  been  accomplished  during  the  past  year.   We  hope  that 
such  success  will  continue  as  the  results  of  our  efforts.  You  may  be  assured  that  we 
will  continue  to  look  forward  and  not  be  mired  in  complacency."  (Report  by 
J.  T.  Fitzgerald,  M.D.,  Medical  Advisor,  Health  Service  System) 

GENERAL  ACCOUNTING  INFORMATION: 

The  revenues  received  from  member's  contributions,  city  matching, and  retired  subsidy 
during  the  1977-1978  fiscal  year  was  $22,277,0^8.  This  amount  along  with  prior  year 
reserves  carried  forward  of  $582,284  and  refunds  from  medical  claims  of  $148,059  made 
a  total  of  $23,007,391  available  for  expenditure. 

The  expenditures  for  fiscal  year  1977-1978,  consisting  of  payments  for  medical  claims  on 
Plan  I,  City  Administered  Plan,  and  premiums  due  our  medical  contractors,  Phoenix 
Mutual  Life  Insurance  Company,  California  Vision  Service,  Kaiser  Foundation  Health  Plan 
and  Blue  Cross  of  Northern  California  totaled  $22,226,957.   Premiums  due  Blue  Cross 
were  for  the  previous  fiscal  year,  1976-1977. 

The  excess  of  revenues  over  expenditures  remaining  at  the  end  of  the  fiscal  year, 
$780,^33  was  available  to  carry  forward  to  the  1978-79  fiscal  year.  The  Health  Service 
System  Comparison  of  Expenditures,  Fiscal  Year  1976-77  and  1977-78,  identified  as 
Exhibit  A,  and  Statement  of  Revenue  and  Expenditures  for  Fiscal  Year  1977-78,  Exhibit  B, 
are  included  as  part  of  this  report. 

The  Health  Service  System  presently  holds  a  contingency  reserve  account  in  the  amount  of 
$2,900,000  which  is  invested  in  certificated  deposits.   The  maturity  dates  on  these 
deposits  are  staggered  to  obtain  the  highest  yield  and  to  insure  availability  of  funds. 
Interest  collected  on  these  deposits  during  the  fiscal  year  1977-78  amounted  to  $151,312. 
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RECOMMENDATIONS; 

1)  Absolutely  require  more  space  to  effectively  administer  this  system.  The 
physical  plant  is  totally  inadequate.   The  shortage  of  file  cabinets  has 
forced  this  department  to  use  cardboard  boxes.  While  this  system  is  so 
operating,  we  are  being  judged  in  the  light  of  production  as  a  20th  Century 
medical  insurance  carrier. 

2.)  Cash  Basis  as  Opposed  to  Accrual  Basis 

The  Health  Service  System  operates  on  a  cash  basis  with  the  Controller 
responsible  for  accrual  accounting. 

Serious  consideration  should  be  given  to  the  creation  of  an  accounting  section 
which  would  allow  this  system  to  control  its  own  business. 

The  inflow  and  outflow  of  receipts  and  disbursements  is  such  that  a  current 
and  readily  available  financial  position  is  mandatory.   The  volume  of  work 
passing  through  this  department  is  unbelievable. 

3)  Co-Mingled  Funds 

The  amounts  held  as  Certificated  Deposits  in  the  Reserves  of  the  Health  Service 
System  were  built  up  from  both  City  and  County  contributions  and  active  and 
retired  employee  contributions.   The  City  and  County  does  not  subsidize  any 
dependents.   It  is  requested  that  an  attempt  be  made  to  determine  a  definite 
percentage  breakdown  for  these  C.D.'s  in  the  light  of  allowing  the  Health 
Service  Board  by  resolution  to  expend  the  employees'  portion  to  improve  both 
benefits  and  service. 
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EXKIEIT  A 


HEALTH  SERVICE  SYSTEM 

COMPARISON  OF  EXPENDITURES 

FISCAL  YEARS  1976-1977  AND  1977-1978 


1976-1977  1977-1978 

Salaries      •  281,071.82  301,373-63 

Overtime  333.66  10,771.12 

Fees  and  Other  Compensation  150.00  -0- 

Contractual  Services  18,185. 47  18,484.46 

Materials  and  Supplies  3,525.19  3,997.86 

Equipment  910.96  -0- 

Fixed  Charges  208.00  156.00 

Retirement  Allowances  1+8,850.91  49,733.25 

Social  Security  Tax  13,465-58  15,153.27 

Health  Service  Allowances  6,514.20  7,104. 46 

Controller's  E.D.P.  173,244.00  153,319-00 

Services  of  Other  Departments  888.27  1,756-53 

TOTAL  547,3^8.06  561,849.58 
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ANNUAL  DEPARTMENTAL  REPORT  TO  THE  MAYOR 

HEALTH  SERVICE  SYSTEM 
Fiscal  Year  July  1,  1978  -  June  30,  1979 

HISTORY: 

The  Health  Service  System  was  established  by  Charter  Amendment  in  March  of  1937  and  has 
been  conducting  business  officially  since  October  1938.  In  1961,  the  Health  Service 
System  became  a  fully  budgeted  department  of  the  City  of  San  Francisco  and  has  been 
operating  within  its  budget  since  that  time. 

The  System  was  unique  when  it  was  established  because  it  provided  for  a  self-funded 
(uninsured)  medical  plan  and  today  it  is  one  of  the  few  county  or  municipal  plans  in 
the  United  States  which  handles  its  medical  program  on  a  self-funded  basis. 

MEDICAL  PLANS  OFFERED: 

Three  plans  were  offered  to  the  membership  at  large  this  fiscal  year:   Plan  I,  the 
City  Administered  Plan;  Plan  II,  Kaiser  Foundation  Health  Plan;  Plan  III,  Children's 
Hospital  Health  Plan. 

Plan  III  was  introduced  to  allow  more  freedom  of  choice  for  active  and  retired  employees 
and  additionally  to  relieve  some  of  the  gigantic  administrative  burden  placed  on  Plan  I 
as  a  result  of  terminating  Blue  Cross  effective  July  1,  1977-  Plan  III  has  operated 
successfully  and  is  building  up  its  membership  constantly. 

HEALTH  SERVICE  BOARD: 

The  Health  Service  Board  is  entrusted  with  the  responsibility  of  providing  the  best 
possible  medical  coverage  at  a  reasonable  cost  to  all  its  members.   The  Board  presently 
is  composed  of  three  members  elected  from  the  membership  at  large,  two-ex-officio 
members  from  City  government,  and  two  members  appointed  by  the  Mayor  representing 
business  interest  in  San  Francisco: 

Employee  Members:    Mr.  F.  Walter  Johnson 
Retirement  System 

Mr.  Frank  Lucibello  Joseph  A.  Gaggero 

Public  Health  Recreation  and  Park 

Effective  May  15,  1979 
Mr.  Harry  Paretchan 
San  Francisco  Fire  Department 

Ex-Officio  Members:   Hon.  Quentin  L.  Kopp 

Hon.  Carol  Ruth  Silver  -  effective  January  8,  1979 

Chairman  Finance  Committee 

San  Francisco  Board  of  Supervisors 

Mr.  Thomas  A.  Toomey 

Representing  Mr.  Thomas  M.  O'Connor,  City  Attorney 

Appointed  Members:    Abraham  Bernstein,  M.D.,  President 
Practicing  Physician 

Mr.  Robert  E.  Hassing 

Insurance  Executive,  Buckbee-Thorne 


It  is  felt  that  the  composition  of  the  Health  Service  Board  presents  a  very  well- 
balanced  working  unit.  There  is  a  close  liaison  established  between  the  City  employees, 
City  governmental  officials,  and  downtown  business  interests.  There  is  no  more 
experienced  or  better  qualified  group  of  people  dictating  policy  for  any  department 
in  municipal  government  than  the  men  working  as  members  of  the  Health  Service  Board. 

RATES; 

The  Health  Service  Board  continues  to  survey  currently  through  a  committee  structure 
comparative  premium  rates  throughout  the  medical  field.  Periodically,  the  findings 
and  changes  uncovered  as  a  result  of  the  survey  are  presented  to  the  full  Board  for 
consideration,  and  are  implemented  in  rate  changes  at  the  commencement  of  each  fiscal 
year.  It  might  be  added  that  the  Board  is  primarily  responsible  for  setting  the  rates 
for  Plan  I  and  for  the  major  medical  carrier.  For  the  remaining  plans  offered,  it 
becomes  the  Board's  responsibility  to  determine  whether  or  not  the  contract  rates,  as 
presented,  are  in  line  with  the  benefits  provided. 

CITY'S  CONTRIBUTION  TO  ACTIVE  AND  RETIRED  EMPLOYEES  MEDICAL  INSURANCE  PREMIUMS; 
Effective  July  1,  1978,  the  City  and  County  of  San  Francisco  contributed  $36.99  per 
month  toward  the  cost  of  an  active  employee's  medical  insurance  coverage.  This  $36.99 
represented  an  increase  of  $4.45  above  the  City's  contribution  for  the  previous  fiscal 
year  and  represented  100%  of  the  average  being  contributed  by  the  ten  (10)  most 
populous  counties  in  the  State  of  California  for  the  same  fiscal  period.   It  should 
be  noted  that  dependents  are  not  subsidized,  the  City  and  County  of  San  Francisco 
contribution  is  for  the  member  only;  this  in  light  of  the  fact  that  eight  (8)  of  the 
ten  (10)  most  populous  counties  in  the  State  are  subsidizing  dependents. 

RETIRED  SUBSIDY: 

The  City  also  subsidizes  retired  employees.  The  charter  requires  that  active  and 
retired  employees  not  in  medicare  pay  the  same  amount  out  of  pocket  each  month.  The 
Retired  Subsidy  will  then  fluctuate  as  the  rates  for  the  entire  system  fluctuate.  As 
an  example,  the  contract  rate  for  a  single  active  member  in  Plan  I  for  the  fiscal 
year  1978-1979  was  $41.29  per  month.  The  rate  for  a  retired  single  member  (not  in 
medicare)  was  $78.02  per  month.  When  the  City  contribution  $36.99  was  subtracted  from 
the  $41.29  rate,  the  active  employee  was  paying  $4.30  per  month  out  of  pocket.  His 
retired  counterpart  could  then  pay  no  more  than  $4.30  per  month  out  of  pocket.  Sub- 
tracting the  $4.30  payment  by  the  active  employee  from  the  $78.02  rate  for  retired 
employees,  we  arrive  at  a  figure,  $73.72  (The  Retired  Subsidy).   It  is  interesting  to 
note  that  the  City  contributes  $73.72  per  month  for  a  retired  member  and  only  $36.99 
per  month  for  an  active  member. 

MEMBERSHIP  DIVISION: 

The  Membership  Division  of  the  System  is  functioning  very  well  in  light  of  increased 
work  volume  and  decreased  staff.  There  are  presently  22,333  active  employees,  9i115 
retired  employees  and  1,527  resigned  and  residual  members.  When  the  dependents  of 
these  groups  are  added,  this  division  exercises  control  over  some  70,000.  These 
figures  clearly  indicate  the  ever  increasing  workload  for  this  division. 

A  very  close  liaison  is  established  between  Data  Processing  and  Payroll  Deductions. 
Down  through  the  years,  as  the  bugs  have  been  ironed  out  of  E.D.P. ,  the  working  con- 
ditions existing  between  Data  Processing  and  this  Membership  Division  have  been  stream- 
lined to  a  great  degree.   The  personnel  of  this  department  have  been  briefed  and 
indoctrinated  in  the  working  of  the  Data  Processing  Center,  and  are  acquainted  with 
the  mutual  problems  that  exist  between  the  two  departments. 
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The  membership  Division  also  works  closely  with  the  Retirement  System  staff.  A  list 
of  new  retirees  is  forwarded  to  the  Health  Service  System  monthly.  The  rate  structure 
changes  and  Medicare  membership  must  be  considered;  plan  selection  is  a  factor;  and 
finally,  starting  off  the  retiree  with  new  payroll  deductions,  etc.,  is  implemented. 
This  operation  requires  a  cooperative  effort  between  this  Department,  the  Retirement 
System  and  the  Controller's  E.D.P.  Division. 

RULES  AND  REGULATIONS; 

The  Health  Service  Board,  through  its  committee  structure,  over  the  past  years,  has 
completely  re-written  the  rules  and  regulations  for  this  System.  Updated  Rules  to 
include  current  changes  were  printed  in  January  1,  1976  and  are  available  to  each 
member.   In  addition,  each  member  is  provided  with  a  Comparison  of  Plans  sheet  out- 
lining benefits  and  rates  for  each  fiscal  year.  A  digest  of  the  important  facets  of 
the  rules  and  regulations  is  also  printed  on  the  Comparison  of  Plans  sheet.   The  two 
most  important  items  would  be  the  month  of  May  sign-up  period  and  the  three  conditions 
for  being  carried  in  an  Exempt  status  in  the  System:   (1)  adequate  outside  coverage, 
(2)  religious  belief,  and  (3)  annual  salary  in  excess  of  $14,000. 

The  Health  Service  Board  realizes  that  this  is  a  "service  system,"  and  in  most  cases 
technical  decisions  regarding  the  rules  and  regulations  will  be  resolved  in  favor  of 
the  member. 

CLAIMS  DIVISION: 

This  division  has  the  responsibility  for  handling  claims  submitted  for  payment  to 
Plan  I,  the  City  Administered  Health  Plan.  The  System  assumes  the  entire  risk  in 
the  Basic  Benefit  area. 

1)  BASIC  BENEFIT  CLAIMS.  Approximately  2,400  are  received  each  week;  on  a  yearly 
basis,  the  total  number  received  exceeds  124,000.  The  expenditure  figure  for 
Basic  Benefits  claims  was  57,223,250.43,  a  considerable  increase  from  the 
previous  fiscal  year. 

2)  MAJOR  MEDICAL  CLAIMS.   The  risk  in  this  area  is  laid  off  to  Phoenix  Mutual 
Life  Insurance  Company;  however,  effective  July  1,  1979,  the  System  will 
assume  this  risk  also.  Monthly  volume  is  approximately  1,000  claims  with  an 
expenditure  of  $4,431,917.38,  annually. 

3)  Medicare  Claims.   Approximately  250  Medicare  claims  are  processed  weekly. 
They  are  forwarded  to  Phoenix  Mutual  for  further  processing  and  payment. 
Medicare  claims  cause  anguish  to  our  retired  employees.  The  situation  is 
such  that  considerable  paper  work  is  involved  prior  to  submission,  which  at 
best  is  difficult  to  accomplish. 

The  Claims  Division  must  also  maintain  close  liaison  with  the  Compensation  Claims 
Division  of  the  Retirement  System  in  order  to  ensure  refund  of  monies  expended  on 
cases  later  determined  to  have  been  industrial  in  origin.   Close  surveillance  of  this 
aspect  is  required  to  protect  the  financial  structure  of  the  System. 

Due  to  the  exceptional  number  of  retirements  from  City  Service  during  the  past  fiscal 
year,  an  administrative  burden  was  placed  on  the  Compensation  Claims  Division  of  the 
Retirement  System  that  it  could  not  possibly  handle  with  the  table  of  organization 
allowed;  as  a  result  payment  of  Health  Service  System  liens  for  disability  of  retirees 
have  not  been  honored  on  a  current  basis.   This  situation  affects  the  financial  position 
of  this  system. 
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PUBLIC  HEARING: 

In  accordance  with  Charter  provisions,  a  public  hearing  was  held  on  January  18,  1979. 
Representatives  from  Kaiser  Foundation  Health  Plan,  Children's  Hospital  Health  Plan 
and  the  California  Vision  Service  Plan  were  present;  many  questions  were  directed  to 
them.  The  President  of  the  Board,  Commissioner  F.  Walter  Johnson,  reviewed  the 
System's  previous  year's  operations;  Mr.  Juan  B.  Rael,  Jr.,  of  the  firm  of  Rael  and 
Letson,  the  System's  Actuaries,  commented  on  the  rates,  the  coverage,  and  the  gain 
and  loss  specifics  of  the  preceding  year.  Those  in  attendance  were  outspoken  in  their 
praise  for  the  System  generally  and  several  improvements  were  recommended.  The  main 
issue  seemed  to  be  maximum  coverage  with  minimum  cost. 

ACTUARIAL  STATUS; 

Refer  to  Exhibit  A,  attached. 

ANALYSIS  OF  SYSTEM  FROM  MEDICAL  VIEWPOINT; 

The  year  1978-1979  was  one  of  considerable  changes  and  excitement  for  Plan  I  of  the 

Health  Service  System. 

We  had  accepted  a  new  health  service,  that  of  Children's  Hospital  of  San  Francisco, 
as  an  additional  prepaid  plan  as  of  July  1,  1978  and  had  watched  its  growth  arid 
service  over  the  year.   Their  service  has  been  well  accepted,  and  as  of  this  date  seems 
to  have  been  an  excellent  choice.  As  of  the  beginning  of  the  fiscal  year  1979-1980 
they  are  providing  services  to  1,800  employees  and  their  dependents.  This  plan  allows 
City  employees  a  second  pre~paid  health  plan  and  provides  health  competition  for  the 
Kaiser  Plan. 

A  decision  was  made  to  offer  a  voluntary  dental  plan  for  active  and  retired  employees. 
Safeguard  Health  Plans,  Inc.  was  selected  from  a  long  list  of  providers  to  undertake 
such  a  program.  It  became  operational  on  July  1,  1979  and  the  success  of  this  program 
will  not  be  determined  until  a  later  date. 

We  continue  to  have  excellent  support  with  the  California  Vision  Service  Plan.  Their 
service  to  our  group  has  been  outstanding. 

There  have  been  changes  in  our  prescription  drug  plan.  Pharmaceutical  Card  System, 
Inc.  (PCS)  administered  the  prescription  drug  plan  for  Phoenix  Mutual.  After  a  slow 
start  due  to  distribution  of  cards,  the  system  functioned  very  well.  A  two  dollar 
deductible  feature  was  included  and  utilization  actually  was  comparatively  low. 

During  the  year  two  changes  in  operation  of  the  Health  Service  System  occured.  The 
first,  and  probably  the  most  important,  was  the  ruling  of  the  Equal  Employment 
Opportunity  Commission  regarding  maternity  benefits.  Maternity  must  be  considered 
on  the  same  basis  as  an  illness,  and  all  medical,  surgical,  and  hospital  charges  must 
be  on  that  basis.   The  increased  cost  to  the  health  service  cannot  be  estimated  at 
this  time.  The  second  problem  that  has  arisen  has  been  the  withdrawal  of  the  Relative 
Valve  Schedule  by  the  California  Medical  Association.   The  CMA  consented  to  withdraw 
this  manual  rather  than  go  to  court  with  the  FTC.  This  manual,  repeatedly  updated, 
has  been  invaluable  as  a  guideline  to  the  value  of  procedures  to  a  normal,  not  in 
dollars  but  rather  in  comparison. 

We  are  in  the  throes  of  the  activation  of  our  computerized  claims  system.  We  feel 
that  it  will  be  precise  and  rapid  in  payment,  clarifying  for  our  members  the  benefits 
which  have  been  allowed. 
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The  Health  Service  is  a  viable  health  delivery  system,  responsive  to  the  needs  of  its 
members.  In  spite  of  increased  medical  costs,  we  have  been  able  to  maintain  a 
financially  sound  structure,  with  reserves  sufficient  to  care  for  any  foreseeable 
contingencies. 

In  conclusion,  we  feel  we  are  a  progressive  system  providing  a  prescription  drug  plan, 
vision  care  plan,  and  negotiating  for  a  voluntary  dental  plan.  We  are  constantly 
looking  for  new  avenues  to  improve  our  services;  from  computerized  operations  to  ex- 
pedite reimbursements  and  provide  timely  information;  to  new  services  including  the 
treatment  of  alcoholism  and  the  care  of  extended  or  chronic  illness. 

We  are  looking  forward  with  enthusiasm  to  1979-1980. 

GENERAL  ACCOUNTING  INFORMATION; 

It  should  be  recognized  that  the  Health  Service  System  is  operating  on  a  CASH  BASIS 
with  the  accrual  accounting  responsibility  resting  with  the  Controller  of  the  City 
and  County  of  San  Francisco.  The  fact  that  the  City  subsidizes  only  the  member  and 
dependents  must  be  paid  for  by  the  member,  any  reserves  generated  fall  into  the  category 
of  'Co-Mingled  Funds'.  It  has  to  date  never  been  established  what  percentage  of  this 
reserve  is  City  and  what  percentage,  employee.  These  percentages  should  without  question 
be  established. 

The  revenue  received  from  members'  contributions,  City  subsidy  for  both  active  and 
retired  for  the  fiscal  year  was  $23,1^6,237.59.  This  amount  along  with  prior  year 
reserves  of  $780,^33.22  and  refunds  from  medical  claims  of  $252,608.80  came  to  a  total 
of  $24, 179,277.61  available  for  expenditure. 

The  expenditures  for  the  period  consisting  of  payments  for  medical  claims  on  Plan  I, 
City  Administered  Plan,  and  premiums  due  our  medical  contractors,  Phoenix  Mutual  Life 
Insurance  Company,  California  Vision  Service,  Kaiser  Foundation  Health  Plan  and 
Children's  Hospital  of  San  Francisco  totaled  $23,897,771.89. 

The  excess  of  revenues  over  expenditures  at  the  close  of  the  fiscal  year  in  the  amount 
of  $281,505.72  was  available  to  carry  forward  to  the  new  fiscal  period.  The  Health 
Service  System  Comparison  of  Expenditures,  Fiscal  Year  1977-1978  and  1978-1979, 
identified  as  Exhibit  B  and  Statement  of  Revenue  and  Expenditure  for  Fiscal  Year  1978- 
1979,  Exhibit  C,  are  included  as  part  of  this  report. 

The  Health  Service  System  presently  holds  a  Contingency  Reserve  Account  in  the  amount 
of  $2,900,000,  which  is  invested  in  Certificated  Deposits.  The  maturity  dates  on  these 
deposits  are  staggered  to  insure  availability  of  funds  and  obtain  the  highest  yield. 
Interest  collected  on  these  deposits  for  fiscal  year  1978-1979  amounted  to  $250,231.94. 

RECOMMENDATIONS: 

1)  Absolutely  require  more  space  to  effectively  administer  this  system.  The 
physical  plant  is  totally  inadequate.   The  shortage  of  file  cabinets  has 
forced  this  department  to  use  cardboard  boxes.   While  this  system  is  so 
operating,  we  are  being  judged  in  the  light  of  production  as  a  20th  Century 
medical  insurance  carrier. 


-  5  - 


2)  That  the  percentage  of  Co-Mingled  Funds  mentioned  under  the  heading,  General 
Accounting  Information,  be  established  to  enable  the  Health  Service  Board  by- 
resolution  to  control  operations  more  clearly  and  to  expend  monies  held  in 
reserve  for  the  continued  successful  operation  of  this  System,  in  light  of 
budgetary  cuts. 

3)  Cash  Basis  as  Opposed  to  Accrual  Basis 

The  Health  Service  System  operates  on  a  cash  basis  with  the  Controller 
responsible  for  accrual  accounting. 

Serious  consideration  should  be  given  to  the  creation  of  an  accounting 
section  which  would  allow  this  system  to  control  its  own  business. 

The  inflow  and  outflow  of  receipts  and  disbursements  is  such  that  a  current 
and  readily  available  financial  position  is  mandatory.  The  volume  of  work 
passing  through  this  department  is  unbelievable. 
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EXHIBIT  A 


Juan  B.  Rael,  Jr.  F.S.A. 
EdwarJ  W.  Letson,  M.A.A.A. 


Michael  R.  Clark,  A.S.A. 
Linda  J.  Chapman,  A.A.AA. 
Karen  A.  Clark,  A.A.AA. 


RAEL  &  LETSON 

Consulting  Actuaries 

1200  Bayhill  Drive 

San  Bruno,  California  94066 


Telephone 

(415)  871-7701 

San  Francisco 
Exchange 

(415)761-1201 


August  22,  1979 

Health  Service  Board 

City  and  County  of  San  Francisco 

450  McAllister  Street 

San  Francisco,  CA  94102 

Attention:   Philip  J.  Kearney 

Gentlemen : 

As  the  full-time  Actuary  of  the  Health  Service  System,  one  of  our 
principal  duties  is  to  present  a  detailed  report  monthly  with  current 
figures  for  all  financial  trends  and  transactions  of  the  System.   Our 
report,  monthly  and  year-to-date  includes  Plan  I  basic  benefits  and  major 
medical.   The  Kaiser  Foundation  Health  Plan  and  the  Childrens '  Hospital 
Plan  is  included  generally  to  indicate  revenues  and  expenditures. 

We  are  responsible  for  establishing  the  rates  for  the  Self-funded 
Plan  I  benefits.   These  rates  are  established  on  the  February  preceding 
the  fiscal  year.   We  will  also  be  responsible  for  establishing  the  major 
medical  rates  after  it  is  self -funded  on  July  1,  1979. 

The  rate  of  claims  to  contributions  was  108%  for  the  fiscal  year. 
Most  of  the  claims  excess  was  financed  by  interest  from  the  certificated 
deposits.   The  rates  for  the  next  fiscal  year  have  been  adjusted  to  re- 
store the  balance  of  contribution  to  claims. 

The  System  is  currently  holding  $2,900,000  in  certificated  deposits. 
This  amount  should  exceed  the  reserve  requirement  for  "incurred  but  un- 
paid" claims.   Interest  earned  on  these  deposits  is  used  to  offset  the 
contribution  requirements  of  the  Health  Service  System.   Due  to  the  major 
medical  being  self-funded,  it  is  anticipated  that  the  certificated  de- 
posits will  increase  by  close  to  $600,000  during  the  next  fiscal  year. 


S 


Very  truly  yours, 
Juan  B.  Rael,  Jr. 


ATS 


JBR/bw 


EXHIBIT  B 


HEALTH  SERVICE  SYSTEM 
COMPARISON  OF  EXPENDITURES 

FISCAL  YEARS  1977-1978  AND  1978-1979 


1977-1978 

1978-1979 

Salaries 

301,274 

347,458 

Overtime 

10,771 

820 

Contractual  Services 

18,484 

18,399 

Materials  and  Supplies 

3,998 

2,857 

Equipment 

-0- 

712 

Fixed  Charges 

156 

208 

Retirement  Allowances 

49,733 

64,271 

Social  Security  Tax 

15,153 

17,007 

Health  Service  Allowances 

7,105 

16,295 

Unemployment  Insurance 

-0- 

1,439 

Services  of  Other  Departments 

1,757 

Controller's  E.D.P. 

153,319 

210,669 

Purchaser's  Reproduction 

1,649 

Registrar  of  Voters 

991 

Workmen's  Compensation 

381 

561,850       683,156 
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ANNUAL  DEPARTMENTAL  REPORT  TO  THE  MAYOR 

HEALTH  SERVICE  SYSTEM 
Fiscal  Year  July   1,    1979  -  June  30,    1980 


DOCUMENTS  DEPT. 

DEC  1 0 1980 

SAN  FRANCISCO 
PUBLIC  LIBRARY 


HISTORY; 

The  Health  Service  System  was  established  by  Charter  Amendment  in  March  of  1937  and  has 
been  conducting  business  officially  since  October,  1938.  The  Health  Service  System 
became  a  fully  budgeted  department  of  the  City  of  San  Francisco  in  1961. 

The  System  was  unique  when  it  was  established  because  it  provided  for  a  self-funded 
medical  plan  and  today  it  is  one  of  the  few  county  or  municipal  plans  in  the  United 
States  which  handles  its  medical  program  on  a  self-funded  basis. 

MEDICAL  PLANS  OFFERED; 

Three  plans  were  offered  to  the  membership  at  large  this  fiscal  year:   Plan  I,  the  City 
Administered  Plan;  Plan  II,  Kaiser  Foundation  Health  Plan;  Plan  III,  Children's  Hospital 
Health  Plan. 

HEALTH  SERVICE  BOARD; 

The  Health  Service  Board  is  entrusted  with  the  responsibility  of  providing  the  best  possi- 
ble medical  coverage  at  a  reasonable  cost  to  all  its  members.  The  Board  presently  is 
composed  of  three  members  elected  from  the  membership  at  large,  two  ex-officio  members 
from  City  government,  and  two  members  appointed  by  the  Mayor  who  represent  expertise 
from  the  insurance  and  medical  fields. 


Employee  Members: 


Ex-Officio  Members; 


Mr.  Joseph  A.  Gaggero 
Recreation  Park 

Mr.  F.  Walter  Johnson 
Retirement  System 

Mr.  Harry  Paretchan,  President 
San  Francisco  Fire  Department 

Honorable  Louise  H.  Renne 

Chairman  Finance  Committee 

San  Francisco  Board  of  Supervisors 

Mr.  Thomas  A.  Toomey 
Representing  Mr.  George  Agnost 
City  Attorney 


Appointed  Members:    Abraham  Bernstein,  M.D. 
Practicing  Physician 

Mr.  Robert  E.  Hassing 

Insurance  Executive,  Buckbee-Thorne 


It  is  felt  that  the  composition  of  the  Health  Service  Board  presents  a  very  well- 
balanced  working  unit.  There  is  a  close  liaison  established  between  the  City  employees, 
City  governmental  officials,  and  downtown  business  interests.  There  is  no  more 
experienced  or  better  qualified  group  of  people  dictating  policy  for  any  department  in 
municipal  government  than  the  individuals  working  as  members  of  the  Health  Service  Board. 

RATES,: 

The  Health  Service  Board  continues  to  survey  currently  through  a  committee  structure 
comparative  premium  rates  throughout  the  medical  field.  The  findings  and  changes 
uncovered  as  a  result  of  the  survey  along  with  the  actuarial  cost  of  providing  benefits 
to  each  status  class  are  presented  to  the  full  Board  for  consideration,  and  are  imple- 
mented in  rate  changes  at  the  commencement  of  each  fiscal  year.  The  Board  is  primarily 
responsible  for  setting  the  rates  for  Plan  I.  For  the  remaining  plans  offered,  it 
becomes  the  Board's  responsibility  to  determine  whether  or  not  the  contract  rates,  as 
presented,  are  in  line  with  the  benefits  provided. 

RULES  AM)  REGULATIONS: 

The  Health  Service  Board,  through  its  committee  structure,  over  the  past  years,  has 
completely  rewritten  the  rules  and  regulations  for  this  System.  Updated  Pules  to  include 
current  changes  were  printed  on  January  1,  1976  and  are  available  to  each  member.  In 
addition,  each  member  is  provided  with  a  Comparison  of  Plans  sheet  outlining  plan  bene- 
fits and  rates  for  each  fiscal  year.  A  digest  of  the  important  facets  of  the  rules  and 
regulations  is  also  printed  on  the  Comparison  of  Plans  sheet.  Individual  plan  booklets 
are  also  available  in  the  System's  office. 

The  Health  Service  Board  realizes  that  this  is  a  "service  oriented  system,"  and  in  most 
cases  technical  decisions  regarding  the  rules  and  regulations  will  be  resolved  in  favor 
of  the  member. 

CITY'S  CONTRIBUTION  TO  ACTIVE  AM)  RETIRED  EMPLOYEES  MEDICAL  INSURANCE  PREMIUMS: 

Effective  July  1,  1979,  the  City  and  County  of  San  Francisco  contributed  SMD.OS  per  month 
toward  the  cost  of  an  active  employee's  medical  insurance  coverage.  This  $^0.08  repre- 
sented an  increase  of  83-09  above  the  City's  contribution  for  the  previous  fiscal  year 
and  represented  100%  of  the  average  being  contributed  by  the  ten  (10)  most  populous 
counties  in  the  State  of  California  as  determined  by  survey  conducted  in  the  preceding 
fiscal  year.  It  should  be  noted  that  dependents  are  not  subsidized;  the  City  and  County 
of  San  Francisco  contribution  is  for  the  member  only;  this  in  light  of  the  fact  that 
eight, (8)  of  the  ten  (10)  most  populous  counties  in  the  State  are  subsidizing  dependents. 

RETIRED  SUBSIDY: 

The  City  also  subsidizes  retired  employees.  The  charter  requires  that  retired  employees 
not  pay  more  out  of  pocket  each  month  than  an  active  employee.  The  Retired  Subsidy  will 
then  fluctuate  as  the  rates  for  the  entire  system  fluctuate.  As  an  example,  the  contract 
rate  for  a  single  active  member  in  Plan  I  for  the  fiscal  year  1979-1980  was  8^5.63  per 
month.  The  rate  for  a  retired  single  member  (not  in  medicare)  was  885. 09  per  month.  When 
the  City  contribution  S'+O.OS  is  subtracted  from  the  8^5.63  rate,  the  active  employee  was 
paying  85.55  per  month  out  of  pocket.  His  retired  counterpart  could  then  pay  no  more 


2  - 


than  85.55  per  month  out  of  pocket.  Subtracting  the  $5.55  payment  by  the  active  employee 
from  the  885. 09  rate  for  retired  employees,  we  arrive  at  the  Retired  subsidy  of  $79.5*4. 
It  is  interesting  to  note  that  the  City  contributes  879. 51*  per  month  for  a  retired  member 
without  medicare  and  only  S'+O.OS  per  month  for  an  active  member.  The  subsidy  for  this 
fiscal  year  ranged  from  822.00  to  $79-5'+  per  month  per  retired  member. 

MEMBERSHIP  DIVISION 

The  Membership  Division  accounts  for  approximately  $30  million  per  year  in  revenues  which 
are  received,  reconciled  and  disbursed  to  the  appropriate  medical  plan. 

This  Division  of  the  System  is  functioning  very  well  in  light  of  increased  work  volume. 
As  of  June  30,  1980  there  were  22,2^3  active  employees,  9,4o8  retired  employees  and 
1,57^  resigned  and  surviving  spouse  members.   When  the  dependents  of  these  members  are 
added,  this  division  exercises  membership  control  over  some  67,760  individuals. 

A  very  close  liaison  is  established  between  Data  Processing  and  the  Health  Service  System. 
The  personnel  of  this  department  have  been  briefed  and  indoctrinated  in  the  working  of 
the  Data  Processing  Division  and  its  programs,  and  are  acquainted  with  the  mutual  problems 
that  exist  and  must  be  addressed  to  provide  a  smooth  work  process  between  the  two  depart- 
ments. 

The  EDP  programs  of  the  Membership  Division  are  becoming  antiquated  relative  to  the 
amount  of  work  which  must  be  done  manually.  Some  of  the  additional  manual  workload  has 
been  caused  by  the  City's  FAMIS  accounting  system  and  the  MSA  payroll  system  of  the 
Recreation  and  Park  Department.  A  feasibility  study  to  upgrade  the  Membership  Division's 
data  processing  capabilities  is  scheduled  to  commence  during  the  1980-81  fiscal  year. 

The  Membership  Division  works  closely  with  the  Retirement  System  staff.  A  list  of  new 
retirees  is  forwarded  to  the  Health  Service  System  monthly  for  processing  of  rate 
structure  changes,  Medicare  membership  and  transfer  to  the  Retirement  rolls  for  health 
service  deduction.  This  operation  requires  a  cooperative  effort  between  this  department, 
the  Retirement  System  and  the  Controller's  EDP  Division. 

CLAIMS  DIVISION: 

This  division  has  responsibility  for  handling  claims  submitted  for  payment  to  Plan  I, 
the  City  Administered  Health  Plan.  The  -System  assumed  the  entire  risk  for  both  the 
Basic  and  Major  Medical  portions  of  this  indemnified  health  plan  on  July  1,  1979- 

The  medical  claims  processing  was  converted  from  a  manual  to  an  automated  processing 
system  which  computes  benefits  for  both  basic  and  major  medical  in  one  cycle.   This 
system  has  also  expedited  the  processing  of  claims  and  rendered  a  disposition  statement 
to  the  member  on  every  claim  submitted. 

The  automation  allowed  us  to  terminate  our  contract  with  Phoenix  Mutual  Life  Insurance 
Company  effective  July  1,  1979>  saving  the  administrative  costs  charged  by  that  company 
and  eliminating  the  need  of  two  entities  handling  the  same  claims  for  separate  benefits. 

An  average  of  2,215  claims  per  week  were  received  in  the  1979-80  fiscal  year;  approxi- 
mately 115,000  per  year. 


The  Basic  Benefits  expenditures  for  1979-80  were  $7,167,720  and  the  Major  Medical 
expenditures  were  $3,810,525.   In  addition,  Phoenix  Mutual  paid  $1,198,9^5  in  major 
medical  claims  during  this  fiscal  year  for  claims  which  were  incurred  prior  to  July  1, 
1979. 

The  Claims  Division  also  maintains  close  liaison  with  the  Compensation  Claims  Division 
of  the  Retirement  System  in  order  to  ensure  refund  of  monies  expended  on  cases  later 
determined  to  have  been  industrial  in  origin.  Close  surveillance  of  this  aspect  is 
required  to  protect  the  financial  structure  of  the  System. 

PUBLIC  HEARING: 

In  accordance  with  Charter  Section  8.423  of  the  City  and  County  of  San  Francisco,  the 
Annual  Public  Bearing  Meeting  was  held  on  January  18,  1980.  Representatives  from  all 
medical  contractors  were  present.  The  President  of  the  Board,  Commissioner  Harry 
Paretchan,  reviewed  the  System's  previous  year's  operations;  Mr.  Juan  B.  Rael,  Jr.,  of 
the  firm  of  Rael  and  Letson,  the  System's  Actuaries,  commented  on  the  rates,  the 
coverage,  and  the  gain  and  loss  specifics  of  the  preceding  year. 

ACTUARIAL  STATUS; 

Refer  to  Exhibit  A,  attached. 

ANALYSIS  OF  SYSTEM  FROM  MEDICAL  VIEWPOINT: 

As  was  the  year  1978-1979,  this  period  of  1979-1980,  has  likewise  been  one  of  change 

and  development  for  the  Health  Service  System  of  San  Francisco,  particularly  Plan  I. 

The  voluntary  dental  plan  provided  by  Safeguard  Health  Plans,  Inc.,  and  offered  as  a 
voluntary  dental  plan  for  active  and  retired  employees,  has  remained  operational,  and 
appears  to  be  progressing  satisfactorily.  We  have  had  no  major  complaints  regarding 
the  service  offered,  and  the  enrollees  seem  to  be  well  satisfied  with  this  plan. 

The  California  Vision  Service  Plan  continues  to  offer  and  provide  their  excellent 
service,  and  is  a  most  acceptable  benefit  for  the  members  of  Plan  I  of  the  Health 
Service. 

During  the  year  under  consideration,  there  has  been  a  change  provided  for  our  prescription 
drug  plan.  During  the  first  part  of  the  year,  it  had  been  under  the  aegis  of  Safeguard, 
but  early  in  the  second  half  of  the  year,  by  mutual  agreement,  it  was  decided  that  a 
new  carrier  would  be  of  mutual  benefit.  The  Health  Service  accepted  the  coverage  pro- 
vided by  CGM  Enterprises  Inc.,  this  being  a  locally  owned  and  operated  organization. 
The  method  and  coverage  was  continued  at  the  same  level  as  previously. 

The  Health  Service  System  adopted  the  applicable  provisions  of  the  Pregnancy  Discrimination 
Law  and  the  guidelines  of  the  Equal  Employment  Opportunity  Commission  regarding  maternity 
benefits.  We  agreed  with  the  thesis  that  maternity  must  be  considered  on  the  same 
basis  as  any  illness,  and  that  all  medical,  surgical  and  hospital  charges  should  be 
reimbursed  on  that  basis.   Our  rules  of  coverage  and  our  methods  of  claim  reimbursement 
have  been  adjusted  to  conform  with  these  new  requirements  and  regulations.  As  of  this 
point  in  tirae,  it  has  not  been  felt  that  these  added  costs  have  been  a  burden  to  the 
Health  Service  System,  and  their  implementation  has  become  a  part  of  our  operating 
procedure. 

-  k  - 


The  processing  of  claims  is  now  completely  computerized.  After  the  usual  period  of 
time  of  frustration,  and  clumsiness,  the  system  has  become  most  satisfactory,  and  we 
are  able  to  process  both  our  basic  coverage  and  major  medical  coverages  at  the  same 
time.  The  statement  to  the  members  now  is  complete  and  quite  explanatory.  This  has 
been  a  terrific  advancement  in  clarifying  our  explanations  and  itemization  of  services 
rendered. 

The  main  problem  which  the  Health  Service  is  undergoing  at  this  time  is  the  clarifi- 
cation and  coordination  of  benefits  between  those  that  are  offered,  or  have  been 
offered,  under  basic  coverage,  and  those  which  have  been  covered  under  major  medical. 
Prior  to  our  accepting  responsibility  for  our  major  medical,  there  was  little  or  no 
agreement  as  to  definitions  and  scopes  of  coverage.  In  the  period  since  we  have  taken 
over  from  the  Phoenix  Mutual  Insurance  Company,  we  have  attempted  to  readjust  our 
definitions  and  scopes  of  coverage,  so  that  the  intent  of  our  benefits  has  been  more 
clearly  delineated,  and  certain  areas  which  were  covered  without  our  awareness,  have 
been  reexamined  and  readjusted.  In  a  few  instances,  this  has  caused  a  misunderstanding, 
but  we  have  provided  coverage  up  to  the  extent  which  had  been  established  for  Plan  I. 

We  expect  that  as  time  goes  on,  the  areas  of  coverage  of  our  basic  plan  and  our  major 
medical  coverage  will  coincide,  and  that  a  single  set  of  rules  will  suffice  and  prevent 
misunderstandings. 

The  Health  Service  System  has  been  alert  to  the  needs  of  its  members,  and  has  attempted 
to  continue  to  satisfy  their  requirements,  and  to  extend  to  them  further  benefits  as 
they  become  available  and  become  financially  feasible.  There  are  certain  areas  of 
extended  coverage,  such  as  alcohol  rehabilitation,  chronic  illnesses,  home  care,  and 
convalescent  care  that  we  hope  that  i±   will  be  possible  to  extend  coverage  in  the  future. 

We  feel,  without  a  doubt,  that  a  good  dental  plan  is  now  essential  and  that  studies 
should  be  continued  to  see  if  such  a  plan  could  be  implemented  and  offered  in  the  near 
future. 

During  this  fiscal  year,  the  Kaiser  Foundation  Health  Plan  and  Children's  Hospital  Health 
Plan  extended  their  coverage  in  the  areas  of  alcoholism  and  drug  addiction  and  abuse 
in  order  to  comply  with  federal  HMO  provisions. 

GENERAL  ACCOUNTING  INFORMATION; 

It  should  be  recognized  that  the  Health  Service  System  is  operating  on  a  CASH  BASIS  with 
the  accrual  accounting  responsibility  resting  with  the  Controller  of  the  City  and  County 
of  San  Francisco.   The  fact  that  the  City  subsidizes  only  the  member  and  dependents  must 
be  paid  for  by  the  member,  any  reserves  generated  fall  into  the  category  of  'Co-Mingled 
Funds'.  It  has  to  date  never  been  establshed  what  percentage  of  this  reserve  is  City 
and  what  percentage,  employee.   These  percentages  should  without  question  be  established  . 

The  revenue  received  from  members'  contributions,  City  subsidy  for  both  active  and 
retired  for  the  fiscal  year  was  $26, 2^5 » 125-   This  amount  along  with  prior  year  oper- 
ational reserves  of  $281,506  and  refunds  from  medical  claims  of  $189,061  came  to  a 
total  of  S2o,715i6>92  available  for  expenditure. 
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The  expenditures  for  the  period  consisted  of  payments  for  medical  claims  on  Plan  I, 
City  Administered  Plan,  and  premiums  due  our  medical  contractors,  Safeguard  Health 
Plan,  Inc.,  California  Vision  Service,  Kaiser  Foundation  Health  Plan  and  Children's 
Hospital  Health  Plan  totaled  525,62^,977. 

The  excess  of  revenues  over  expenditures  at  the  close  of  the  fiscal  year  in  the  amount 
of  81,090,715  was  available  to  carry  forward  to  the  new  fiscal  year.  The  Health 
Service  System  Comparison  of  Administrative  Expenditures,  Fiscal  Year  1978-1979  and 
1979-1980,  identified  as  Exhibit  B  and  Statement  of  Revenue  and  Expenditure  for  Fiscal 
Year  1979-1980,  Exhibit  C,  are  included  as  part  of  this  report. 

The  Health  Service  System  held  a  Contingency  Reserve  of  $4,500,000  during  the  Fiscal 
Year  1979-1980,  which  reserve  was  invested  in  Certificated  Deposits  through  the  City 
Treasurer.  The  maturity  dates  on  these  deposits  are  staggered  to  insure  availability 
of  funds  and  to  obtain  the  highest  yield.  Interest  collected  on  these  deposits  for 
fiscal  year  1979-1980  amounted  to  $428,038. 58. 

RECOMMENDATIONS; 

1)  More  space  is  required  to  effectively  administer  this  system.  The  physical 
plant  is  totally  inadequate.  Repeated  requests  in  the  last  four  years  to 
have  the  Department  of  Public  Works,  Bureau  of  Accounts  moved  from  the 

5th  Floor  of  450  McAllister  Street  have  been  unsuccessful. 

2)  That  the  percentage- of  Co-Mingled  Funds  mentioned  under  the  heading,  General 
Accounting  Information,  be  established  to  enable  the  Health  Service  Board  by 
resolution  to  control  operations  more  clearly  and  to  expend  monies  held  in 
reserve  for  the  continued  successful  operation  of  this  System,  in  light  of 
budgetary  cuts. 

3)  The  Health  Service  System  operates  on  a  cash  basis  with  the  Controller 
responsible  for  accrual  accounting.  The  inflow  and  outflow  of  receipts  and 
disbursements  is  such  that  a  current  and  readily  available  financial  position 
is  mandatory. 

Serious  consideration  should  be  given  to  the  creation  of  an  accounting 
section  which  would  allow  this  system  to  control  its  own  business. 


EXHIBIT  A 


RAEL  &  LETSON 

Consulting  Actuaries 
Juan  B.  Rael,  Jr.  F.S.A.  1200  Bayhill  Drive  Tl      J, 

EJwarJ  W.  Letson,  M.A.A.A.  c,n  RrMn„  rj.(  QAnAA  ,      lelephone 

San  Bruno,  Ualitornia  V4UOO  (415)871-7701 

Mickael  R.  Clark,  A.S.  A.  Sa"  F"nciec° 

t  ■     1     i  i-il  x    x    x    x  exchange 

L.nJa  J  Chaprnan,  A.A.A.A.  (4Jg)  ^  ^ 

Karen  A.  Clark,  A.A.AA. 

August   22,    1979 

Health  Service  Board 

City  and  County  of  San  Francisco 

450  McAllister  Street 

San  Francisco,  CA  94102 

Attention:   Philip  J.  Kearney 

Gentlemen : 

As  the  full-time  Actuary  of  the  Health  Service  System,  one  of  our 
principal  duties  is  to  present  a  detailed  report  monthly  with  current 
figures  for  all  financial  trends  and  transactions  of  the  System.   Our 
report,  monthly  and  year-to-date  includes  Plan  I  basic  benefits  and  major 
medical.   The  Kaiser  Foundation  Health  Plan  and  the  Childrens '  Hospital 
Plan  is  included  generally  to  indicate  revenues  and  expenditures. 

We  are  responsible  for  establishing  the  rates  for  the  Self-funded 
Plan  I  benefits.   These  rates  are  established  on  the  February  preceding 
the  fiscal  year.   We  will  also  be  responsible  for  establishing  the  major 
medical  rates  after  it  is  self -funded  on  July  1,  1979. 

The  rate  of  claims  to  contributions  was  1087o  for  the  fiscal  year. 
Most  of  the  claims  excess  was  financed  by  interest  from  the  certificated 
deposits.   The  rates  for  the  next  fiscal  year  have  been  adjusted  to  re- 
store the  balance  of  contribution  to  claims. 

The  System  is  currently  holding  $2,900,000  in  certificated  deposits. 
This  amount  should  exceed  the  reserve  requirement  for  "incurred  but  un- 
paid" claims.   Interest  earned  on  these  deposits  is  used  to  offset  the 
contribution  requirements  of  the  Health  Service  System.   Due  to  the  major 
medical  being  self-funded,  it  is  anticipated  that  the  certificated  de- 
posits will  increase  by  close  to  $600,000  during  the  next  fiscal  year. 

Very  truly  yours , 

Juan  B.  Rael,  Jr. 
JBR/bw 


HEALTH  SERVICE  SYSTEM 
COMPARISON  OF  EXPENDITURES 

FISCAL  YEARS  1978-1979  AND  1979-1! 


EXHIBIT  B 


Salaries 

Temporary  Salaries 

Retroactive  Salaries 

Overtime 

Contractual  Services 

Materials  and  Supplies 

Equipment 

Fixed  Charges 

Retirement  Allowances 

Social  Security  Tax 

Health  Service  Allowances 
Unemployment  Insurance 
Services  of  Other  Departments 
Controller's  E.D.P. 
Purchaser's  Reproduction 
Registrar  of  Voters 
Workmen's  Compensation 


1978-1979 

1979-1980 

323,113 

388,789 

8,733 

. 

50,186 

1,952 

5,193 

18,400 

4,6^+9 

2,858 

2,219 

713 

-0- 

78 

256 

6*1,272 

80,632 

17,007 

21,142 

15, 9*+7 

19,962 

1,^39 

1,643 

-0- 

-0- 

210,669 

277,201 

1,650 

2,3^ 

991 

-0- 

381 

450 

659,470 
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I.  HISTORY. 

The  Health  Service  System  was  established  by  Charter  Amendment  in  March  of 
1937  and  has  been  conducting  business  officially  since  October,  1938.  The 
Health  Service  System  became  a  fully  budgeted  department  of  the  City  and 
County  of  San  Francisco  in  1961. 

The  System  was  unique  when  it  was  established  because  it  provided  for  a  self- 
funded  medical  plan  and  today  it  is  one  of  the  few  county  or  municipal  plans 
-in  the  United  States  which  handles  its  medical  program  on  a  self -funded  and 
self -administered  basis. 

The  Health  Service  System  is  organizationally  divided  into  three  divisions 
and  three  budgetary  programs:  Administration,  Membership  and  Medical  Claims. 

II.  ADMINISTRATION 

The  Health  Service  System  is  administered  by  the  Health  Service  Board  through 

its  Executive  Director. 

HEALTH  SERVICE  BOARD: 

The  Health  Service  Board  is  entrusted  with  the  responsibility  of  adopting  a 

health  plan  or  plans  for  the  rendering  of  medical  care  to  members  of  the  system 

with  the  ideal  of  providing  the  best  possible  medical  coverage  at  the  most 

reasonable  cost  to  all  its  members.  The  Board  is  composed  of  seven  members: 

three  members  elected  from  the  membership  at  large,  two  ex-officio  members 

from  City  government,  and  two  members  appointed  by  the  Mayor  who  represent 

expertise  from  the  insurance  and  medical  fields.  Members  of  the  Board  during 

the  1980-81  fiscal  year  were: 

Employee  Members:  Mr.  Joseph  A.  Gaggero 
Recreation  and  Park 

Mr.  F.  Walter  Johnson 
Retirement  System 

Mr.  Harry  Paretchan,  President 
San  Francisco  Fire  Department 
Ex-Officio  Members:  Honorable  Louise  H.  Eenne,  Chairman 

Finance  Committee,  San  Francisco  Board  of  Supervisors 

Mr.  Thomas  A.  Toomey 

Representing  Mr.  George  Agnost,  City  Attorney 

Appointed  Members:  Abraham  Bernstein,  M.D. 
Practicing  Physician 

Mr.  Robert  E.  Hassing 

Insurance  Executive,  Buckbee-Thorne 
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It  is  felt  that  the  composition  of  the  Health  Service  Board  presents  a  very 
well-balanced  working  unit.  There  is  a  close  liaison  established  between 
City  employees  and  City  governmental  officials  with  expertise  in  the  medical 
and  insurance  fields  provided  from  the  private  sector.  There  is  no  more 
experienced  or  better  qualified  group  of  people  setting  policy  for  any  depart- 
ment in  municipal  government  than  the  individuals  working  as  members  of  the 
Health  Service  Board. 

RULES  AND  REGULATIONS: 

The  Health  Service  Board,  through  its  committee  structure,  completely  reviewed 
the  Bules  and  Regulations  of  the  System  during  1980-81  to  ensure  that  they 
were  in  conformance  with  current  practice,  charter  changes  and  State  and 
Federal  laws. 

A  complete  and  updated  text  of  the  current  Rules  and  Regulations  of  the  System 
was  printed  on  the  1981-82  Comparison  of  Health  Plans  sheet  which  was  published 
and  distributed  in  April,  1981  to  every  active  employee  through  the  City 
Departments  and  to  Retired  Employees  through  the  Retired  Employees'  Association, 
as  well  as  being  available  upon  request  from  the  System's  office.  Individual 
health  plan  booklets  detailing  the  specific  benefits  of  each  plan  are  also 
available  in  the  System's  office. 
MEDICAL  PLANS: 

Three  plans  were  offered  to  the  membership  during  the  1980-81  fiscal  year: 
Plan  I,  the  City  Administered  Health  Plan}  Plan  II,  Kaiser  Foundation  Health 
Plan;  Plan  III,  Children's  Hospital  Health  Plan.  These  three  plans  provided  a 
balanced  offering  to  the  membership.  One  plan  is  an  indemnity  plan  and  the 
other  two  are  prepaid  health  plans.  The  Kaiser  Health  Plan  has  been  offered 
to  City  employees  since  19^9  and  the  Children's  Health  Plan  since  July,  1978. 

The  Health  Service  Board  during  this  fiscal  year  also  adopted  two  additional 
health  plans  to  be  offered  to  members  during  the  1981-82  fiscal  year:  The 
French  Hospital  Health  Plan,  a  prepaid  plan,  and  the  Bay  Pacific  Health  Plan, 
a  federally  qualified  prepaid  individual  practice  health  maintenance  organi- 
zation. The  two  additional  plans  were  adopted  primarily  because  of  an  enroll- 
ment limit  ceiling  being  experienced  by  the  Children's  Hospital  Health  Plan 
and  the  sudden  influx  of  temporary  employees  caused  by  passage  of  Proposition 
D  on  the  November,  1980  ballot. 
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The  voluntary  dental  plan,  Safeguard  Health  Plans  Inc.,  has  now  completed  its 
second  year  of  providing  services  to  City  employees.  Over  2,200  active  employees 
and  648  retired  employees  are  currently  enrolled  in  the  plan  which  has  provided 
a  viable  alternative  to  an  indemnified  dental  plan  for  City  employees.  An 
indemnity  dental  plan  cannot  be  offered  to  «1 1  employees  because  funding  by 
the  City  and  County  is  not  provided  due  to  City  charter  restrictions. 

BENEFITS  AND  RATES: 

The  Health  Service  Board  continues  to  survey  currently  through  a  committee 
structure  comparative  premium  rates  throughout  the  medical  field.  The  findings 
and  changes  uncovered  as  a  result  of  the  survey  along  with  the  actuarial  cost 
of  providing  benefits  to  each  status  class  are  presented  to  the  full  Board  for 
consideration,  and  are  implemented  in  rate  changes  at  the  commencement  of  each 
fiscal  year.  The  Board  is  primarily  responsible  for  setting  the  rates  for  the 
City  Plan  I.  For  the  remaining  plans  offered,  it  becomes  the  Board's  responsi- 
bility to  determine  whether  or  not  the  contract  rates,  as  presented,  are  in  line 
with  the  benefits  provided. 

Medical  contribution  rates  increased  between  11/l»  and  *\k%   for  the  1980-81  fiscal 

year  for  the  three  plans  offered.  The  City  Plan  increased  benefits  in  the 

following  areas: 

Basic         Major  Medical 
Modality  of  Service  Increase       Coverage  Increase 

Physician  Visit  $15  to  $18  $45  to  $54 

Hospital  Visit  $14  to  $18  $42  to  $54 

Initial  Hospital  Visit  -  $100  to  $120 

Complete  Examination  Consultation  -  $155  to  $153 

Diagnostic  Study  -  $76  to  $100 

Hospital  Room  and  Board  -  $224  to  $252 

Medicare  Inpatient  Deductible  -  $180  to  $204 

The  Health  Service  Board  also  approved  coverage  for  services  of  a  licensed  nurse 
midwife  and  coverage  for  occupational  therapy  during  this  fiscal  year. 

The  Kaiser  Foundation  Health  Plan  provided  coverage  for  psychiatric  care  for 
the  first  time  in  compliance  with  federal  HMO  requirements. 

The  Children's  Hospital  Health  Plan  provided  a  prescription  drug  plan  with  a 
$3.00  deductible  for  the  first  time. 


CITY  FISCAL  CONTRIBUTION: 

Effective  July  1,  1980,  the  City  and  County  of  San  Francisco  contributed  $^+.55 
per  month  toward  the  cost  of  an  active  employee's  medical  insurance  coverage. 
This  $/t/t.55  represented  an  increase  of  $4. ^7  above  the  City's  contribution  for 
the  previous  fiscal  year  and  represented  100%  of  the  average  being  contributed 
by  the  ten  (10)  most  populous  counties  in  the  State  of  California  as  determined 
by  survey  conducted  in  the  preceding  fiscal  year  pursuant  to  charter  section 
8.^23.  It  should  be  noted  that  dependents  are  not  subsidized;  the  City  and 
County  of  San  Francisco  contribution  is  for  the  employee  only;  this  in  light 
of  the  fact  that  eight  (8)  of  the  ten  (10)  most  populous  counties  in  the  State 
are  subsidizing  dependents. 

The  City  also  subsidizes  retired  employees.  The  Charter  requires  that  retired 
employees  not  pay  more  out  of  pocket  each  month  than  an  active  employee,  and 
that  the  City  contribute  the  funds  necessary  to  defray  the  difference  in  cost 
to  provide  the  same  health  coverage  to  retired employees  as  is  provided  to  active 
employees.  The  Retired  Subsidy  will  therefore  fluctuate  as  the  rates  for  each 
plan  fluctuate.   As  an  example,  the  contract  rate  for  a  single  active  member 
in  Plan  I  for  the  fiscal  year  1980-1981  was  $52.62  per  month.  The  rate  for  a 
retired  single  member  (not  in  medicare)  was  $90.79  per  month.  When  the  City 
contribution  of  $Mt.55  is  subtracted  from  the  $52.62  rate,  the  active  employee 
was  paying  $8.07  per  month  out  of  pocket.  His  retired  counterpart  could  then 
pay  no  more  than  $8.07  per  month  out  of  pocket.  Subtracting  the  $8.07  payment 
by  the  active  employee  from  the  $90.79  rate  for  retired  employees  without 
Medicare,  we  arrive  at  the  Retired  Subsidy  of  $82.72.  It  is  interesting  to  note 
that  the  City  contributes  $82.72  per  month  for  a  retired  member  without  Medicare 
and  only  $V+.55  per  month  for  an  active  member.  The  Retired  Subsidy  for  this 
fiscal  year  ranged  from  $28. M+  to  $82.72  per  month  per  retired  member. 

The  Charter  also  provides  that  retired  persons  shall  have  their  medical  contri- 
butions reduced  by  the  amount  they  must  pay  Medicare.  Hence,  a  retired  person 
in  Medicare  will  have  his  Health  Service  medical  contributions  reduced  by  the 
Medicare  contribution  for  that  year.  The  Medicare  cost  during  the  1980-81 
fiscal  year  was  $9.60  per  month,  which  based  on  the  1980-81  rate  structure  for 
all  plans,  provides  all  retired  persons  in  Medicare  with  a  zero  contribution 
rate. 
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The  Health  Service  Board  adopted  a  rule  in  March  1975  which  provides  that: 

"All  members  and  dependents  who  attain  age  65  and  who  qualify  for 
eligibility  in  the  Part  A  (HOSPITAL)  portion  of  Medicare  on  a  non- 
contributory  basis  must  enroll  to  remain  a  member  of  the  Health 
Service  System. 

"Those  members  and  dependents  who  attain  age  65  and  who  thereby 
qualify  for  eligibility  in  the  Part  B  (MEDICAL)  portion  of  Medicare 
must  enroll  to  remain  a  member  of  the  Health  Service  System. 

"All  members  and  dependents  who  qualify  for  early  Social  Security, 
and  thereby  become  eligible  for  early  Medicare  Part  A  and  B  portions, 
must  enroll  to  remain  a  member  of  the  Health  Service  System." 

This  rule  provision  has  saved  the  City  and  County  millions  of  dollars  in  additional 
subsidies  for  retired  employees  over  the  ensuing  fiscal  years  and  will  save  many 
more  dollars  in  future  years.  A  cost  reduction  of  approximately  $2.4  million 
was  generated  in  the  1980-81  fiscal  year  alone  because  of  Medicare  membership. 
The  establishment  of  Medicare  as  the  primary  source  of  financial  responsibility 
allows  all  health  plans  to  provide  their  services  to  retired  employees  and 
dependents  at  a  lower  rate  to  the  City  and  to  the  members.  The  number  of  retired 
employees  and  dependents  over  65  years  without  Medicare  coverage  continues  to 
decline  as  the  pre  1975  retirees  leave  the  System. 

FINANCIAL  STATUS: 

The  revenue  received  from  members'  contributions  and  City  subsidy  for  both  active 
and  retired  employees  for  the  fiscal  year  was  829,485,564.  This  amount  with 
prior  year  operational  reserves  of  $1,090, 715>  refunds  from  medical  claims  of 
8270,932,  and  transfers  from  Trust  reserves  of  $251, 9&2,  came  to  a  total  of 
$31,099,173  available  for  expenditure  during  the  1980-81  fiscal  year. 

The  expenditures  for  the  period  consisted  of  payments  for  medical  claims  on  the 
City  Administered  Plan,  and  premiums  due  our  medical  contractors:  Paid 
Prescriptions,  California  Vision  Service,  Kaiser  Foundation  Health  Plan  and 
Children's  Hospital  Health  Plan  totalling  $30,682,247. 

The  excess  of  operating  revenues  over  expenditures  at  the  close  of  the  fiscal 
year  in  the  amount  of  $416,926  was  available  to  carry  forward  to  the  1981-82 
fiscal  year.  The  Health  Service  System  Comparison  of  Administrative  Expendi- 
tures, Fiscal  Year  1979-1980  and  1980-1981,  Page  7,  and  Statement  of  Revenue 
and  Expenditure  for  Fiscal  Year  1980-1981,  Page  8,  are  included  as  part  of  this 
report. 
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The  Health  Service  System  held  contingency  reserves  of  $5,000,000  during  the 
Fiscal  Year  1980-81.  These  reserves-  were  invested  in  Certificated  Deposits 
through  the  City  Treasurer.  The  maturity  dates  on  these  deposits  are  staggered 
to  insure  availability  of  funds  and  to  obtain  the  highest  yield.  Interest 
collected  on  these  deposits  for  Fiscal  Year  1980-81  amounted  to  $537,7^7  with 
a  current  average  yield  as  of  June  30,  1981  of  ^.h^%.     The  System's  contri- 
butions of  829,^85,564  for  the  1980-81  Fiscal  Year  were  made  up  of  k~%   contri- 
butions from  members  and  57%  contributions  on  the  part  of  the  City  and  County, 
School  District  and  Community  College  District. 
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III.  MEMBERSHIP 

The  Membership  Division  accounts  for  approximately  830  million  per  year  in 
revenues  which  are  received,  reconciled  and  disbursed  to  the  appropriate 
medical  plan.  This  Division  is  also  responsible  for  maintaining  membership 
records  of  contributors  and  dependents ,  including  enrollments ,  addition  of 
dependents,  terminations  and  status  changes.  It  monitors  Medicare  membership 
and  the  transition  of  active  employees  to  retired  status  through  the  City, 
State  Teachers,  and  State  Public  Employees  fietirement  Systems. 

The  Health  Service  System  had  a  total  enrollment  of  26,284  active  employees, 
10,015  retired  employees,  and  33,894  dependents  as  of  June  30,  1981.  This 
represents  a  net  increase  of  2,679  employees  and  168  retired  employees  over 
the  June  30,  1980  membership  census.  The  Membership  statistics  for  the 
System,  Page  11,  is  included  as  part  of  this  report. 

The  passage  of  Proposition  D  on  the  November  4,  1980  ballot  resulted  in  the 
amendment  of  Administrative  Code  Section  16. 700  to  provide  health  coverage 
for  temporary  City  employees.  A  total  of  2,5^2  temporary  employees  were 
enrolled  between  the  passage  of  the  proposition  and  June  30,  1981.  This  mass 
influx  of  members  placed  a  tremendous  burden  on  this  Division.  This  burden 
is  still  being  felt  as  a  result  of  the  ongoing  need  to  handle  reconciliations, 
additions,  terminations  and  related  clerical  functions  of  these  temporary 
employees.  This  influx  occurred  at  a  time  in  which  the  Division  has  been 
reduced  in  staff  from  15  to  12  employees  because  of  forced  budget  reductions. 

The  EDP  programs  of  the  Membership  Division  are  becoming  antiquated  relative 
to  the  amount  of  work  which  must  be  done  manually.  Some  of  the  additional 
manual  workload  has  been  caused  by  the  City's  FAMIS  accounting  system  and 
the  MSA  payroll  system  of  the  Hecreation  and  Park  Department.  A  feasibility 
study  to  upgrade  the  Membership  Division's  data  processing  capabilities, 
which  was  scheduled  to  commence  during  the  1980-81  Fiscal  Year  has  unfortun- 
ately been  deferred  to  the  1981-82  Fiscal  Year  because  of  personnel  shortages 
in  the  data  processing  section.         ' 
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The  58  Membership  data  processing  jobs  and  some  110  programs,  most  of  which 
were  written  in  the  early  1960's,  require  change  to  provide  more  timely  and 
complete  information,  expedition  of  revenues,  expedition  of  contribution 
refund  rolls,  and  a  decrease  in  the  number  of  data  processing  transactions 
which  must  be  generated  each  year. 
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HEALTH  SERVICE  SYSTEM 
MEMBERSHIP  STATUS  REPORT 

JUNE  30,  1981 


MEMBERSHIP  CATEGORY 

PLAN  I 

PLAN  2 

PLAN  3 

EXEMPT 

TOTALS 

EMPLOYEES 

8,928 

13,221 

2,577 

1,353 

26,079 

EMPLOYEES  -  MEDICARE 

112 

78 

15 

205 

9,o4o 

13,299 

2,592 

26,284 

RETIRED 

1,930 

1,595 

65 

3,590 

RETIRED  -  MEDICARE 

4,  174 

2,157 

94 

6,425 

6,104 

3,752 

159 

10,015 

ADULT  DEPENDENTS 


4,34? 


6,232 


641 


ADULT  DEPENDENTS- 
MEDICARE 

1,476 

843 

31 

5,823 

7,075 

672 

MINOR  DEPENDENTS 

6,254 

12,651 

1,419 

PLAN  TOTALS 

27,221 

36,777 

4,842 

1,353 


11,220 

2,350 
13,570 

20,324 
70,193 
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IV.  MEDICAL  CLAIMS 

GENERAL  INFORMATION: 

The  Claims  Division  has  responsibility  for  processing  all  medical  claims 
submitted  for  benefits  by  City  Administered  Health  Plan  members.  It  must 
also  respond  to  all  office  and  telephone  inquiries  of  members  and  medical 
providers  and  handle  disposition  of  related  areas,  such  as, coordination  of 
benefits,  Workmen's  Compensation  claims  and  Medi-Cal  claims. 

The  Claims  Division  also  maintains  close  liaison  with  the  Compensation  Claims 
Division  of  the  Retirement  System  in  order  to  ensure  refund  of  monies  expended 
on  cases  later  determined  to  have  been  industrial  in  origin.  Close  surveil- 
lance of  this  aspect,  as  well  as,  coordinating  benefits  with  insurance  carriers 
and  other  trust  funds  is  required  to  protect  the  financial  structure  of  the 
System. 

The  claims  processing  function,  which  was  converted  from  a  manual  to  an  auto- 
mated processing  system  in  July  1979>  has  now  completed  its  second  year  of 
operation.  All  major  programmatic  problems  have  been  resolved  and  the  System 
is  functioning  well  with  an  average  turn-around  time  on  submitted  and  process- 
able  claims  of  ten  working  days. 

The  absorption  of  the  entire  administrative  function,  as  well  as  the  financial 
risk  for  City  Plan  I,  has  resulted  in  projected  annual  savings  to  the  System  of 
$318,000.  The  administrative  function  has  been  centralized  resulting  in  pro- 
jected savings  of  $56,015.  Additional  projected  savings  of  $1^,700  in  com- 
missions, $108,620  in  premium  taxes,  $138,665  in  risk  and  contingency  expense 
have  been  eliminated. 

There  are  other  tangible  improvements  to  the  Plan  besides  the  dollar  cost 
savings.  The  service  to  the  employee  is  improved  in  that  turn-around  time  is 
substantially  reduced;  all  benefits,  both  basic  and  major  medical  are  auto- 
matically calculated  and  paid,  and  disposition  on  every  claim  submitted  is 
insured.  , 

An  average  of  2,115  claims  were  submitted  each  week  during  the  fiscal  year 
and  approximately  261,000  data  processing  transactions  were  made  during  the 
fiscal  year. 
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The  Basic  Benefits  net  expenditures  for  1980-81  were  $7,208,835  and  the 
Major  Medical  net  expenditures  were  15 » 8^9 » 585*  The  overall  loss  ratio 
was  110%  for  the  year  with  a  reduction  of  |1, 151, 639  in  operating  reserves 
partially  offset  by  interest  earned  on  certificated  deposits. 

ACTUARIAL  STATUS: 

The  actuarial  firm  of  Rael  &  Letson  is  the  consulting  actuary  to  the  Health 
Service  System.  Their  primary  duties  are  to  present  a  monthly  detailed 
report  of  current  income  and  claim  expenditures  and  to  advise  the  Health 
Service  Board  on  financial  trends  and  transactions  of  the  System.  Their 
written  report  includes  the  contribution  and  claim  figures  under  the  City 
Basic  and  Major  Medical  Plan  I  and  the  Prescription  Drug  Plan. 

Rael  &  Letson  is  also  responsible  for  establishing  the  contribution  rates 
for  the  foregoing  three  benefits.  As  previously  stated,  the  ratio  of  over- 
all claims  to  contributions  was  110%  for  the  1980-81  Fiscal  Year.  Most  of 
the  claim  excess  was  financed  by  interest  from  certificated  deposits.  The 
rates  for  the  1981-82  Fiscal  Year  have  been  adjusted  to  restore  the  balance 
of  contributions  to  claims.  The  System  is  currently  holding  $5  million  in 
certificated  deposits.  This  amount  provides  the  reserve  requirement  for 
"incurred  but  unpaid"  claims,  as  well  as  a  contingency  reserve  on  the  Plan  I 
Basic  and  Major  Medical  benefits. 

In  the  opinion  of  Bael  &  Letson,  the  Health  Service  System  is  actuarially 
sound  and  the  contribution  rates  for  the  1981-82  Fiscal  Year,  together  with 
the  interest  earned  on  the  certificated  deposits,  under  normal  conditions 
will  be  adequate  to  meet  the  cost  of  benefits  during  the  year. 

MEDICAL  STATUS: 

Dr.  James  T.  Fitzgerald,  Medical  Adviser  to  the  Health  Service  System,  reports 
that  during  the  Fiscal  Year  1980-81,  the  task  of  integrating  the  basic  bene- 
fit plan  of  the  Health  Service  System  with  our  major  medical  program  has 
proceeded,  at  times  very  smoothly,  and  at  other  times  with  perplexing  results. 
This  has  usually  been  in  the  matter  of  definitions,  and  extent  of  coverage. 
However,  as  time  goes  by,  these  problems  are  being  resolved,  and  a  system 
with  increasing  conformity  is  developing.  None  of  the  problems  involved, 
however,  can  be  considered  of  major  difficulty. 
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During  this  past  year,  we  have  changed  the  contractor  for  our  drug  plan. 
The  current  contract  is  held  by  Paid  Prescriptions.  We  have  maintained 
the  same  $4.00  deductible  on  all  prescriptions.  This  program  is  running 
smoothly  and  does  much  to  alleviate  the  cost  of  prescribed  drugs  to  our 
members. 

Our  Vision  Service  Plan  has  provided  us  with  excellent  service  since  1976, 
and  the  benefit  has  been  widely  utilized  by  the  members  of  Plan  I.  The 
voluntary  dental  plan,  which  was  introduced  and  which  is  provided  by  the 
Safeguard  Health  Plans,  Inc.,  continues  to  be  operational  and  provides 
services  for  those  employees  both  active  and  retired  who  wish  to  take 
opportunity  of  this  voluntary  closed  panel  plan. 

As  mentioned  earlier  in  this  report,  we  have  increased  the  choice  of  our 
health  providers  to  a  total  of  five.  Four  of  the  plans  are  of  the  HMO  type 
and  one,  City  Plan  I,  is  of  the  reimbursement  type.  Two  of  these  plans, 
French  Hospital  and  Bay  Pacific,  will  become  effective  as  of  July  1,  1981 
so  that  no  comments  can  yet  be  made  regarding  the  quality  of  services  which 
they  will  deliver.  Further  discussion  of  these  plans  will  be  noted  in  the 
report  of  1981-82.  However,  one  can  state  that  these  plans  were  thoroughly 
investigated  and  were  accepted  as  being  sound  alternative  plans  for  the 
health  care  of  the  members  of  the  Health  Service  System. 

In  further  reviewing  the  year  1980-81,  there  have  been  increases  in  the 
benefit  allowances  of  Plan  I  for  many  services,  particularly,  for  office 
and  hospital  calls  and  hospital  room  and  board  rates.  Details  of  these 
increases  are  enumerated  under  the  Benefits  and  Rates  section  of  the 
Administration  program. 

To  conform  with  usually  accepted  provider  coverage  for  treatment  of  mental 
or  emotional  disease,  we  have  broadened  our  scope  of  providers  to  include 
not  only  psychiatrists  and  licensed  psychologists,  but  also  Masters  of  Social 
Work,  and  are  planning  to  accept  in  1981^82  the  category  of  Marriage,  Family, 
and  Child  Counselors.  In  all  instances  we  do  not  cover  claims  from  providers 
who  are  not  licensed  under  the  State  of  California  to  provide  the  service 
for  which  they  are  billing. 

We  are  also  now  providing  services  rendered  by  nurse  mid-wives  licensed  by 
the  State  of  California. 
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In  summation,  I  feel  that  the  Health  Service  System  provides  a  wide  scope 
of  optional  plans  of  health  care  to  the  employees  of  the  City  and  County 
of  San  Francisco,  and  that  the  coverage  offered  fulfills  the  needs  of  all 
its  members.  One  weakness  of  the  system  is  the  fact  that  neither  Plan  I 
nor  any  of  the  other  plans,  provides  for  dental  care  benefits  save  for 
limited  and  extraordinary  circumstances.  It  is  my  feeling  that  until  such 
time  as  we  have  an  adequate  open  panel  dental  plan,  the  spectrum  of  medical 
services  offered  by  the  Health  Service  System  to  its  membership  cannot  be 
considered  complete. 

RECOMMENDATIONS 

The  following  recommendations  are  made  and  will  be  actively  pursued  even 
though  the  City's  financial  resources  continue  to  dwindle  because  of  the 
effects  of  Proposition  13. 

1.  The  Health  Service  System  needs  at  least  two  additional  staff  in  the 
Membership  Division  to  provide  timely  receipt  of  revenue  and  to  assure 
that  employee  enrollments,  terminations,  and  status  changes  are  com- 
pleted promptly.  The  department's  staff  was  reduced  by  six  positions 

jji  the  1981-82  Fiscal  Year  budget  even  though  the  passage  of  Proposition 
D  on  the  November  1980  ballot  resulted  in  the  forced  assimilation  of 
over  2,500  temporary  employees  and  in  excess  of  900  dependents  within  a 
six-month  period,  January  to  June  1981,  and  the  System  must  continue  to 
maintain  these  individuals. 

2.  The  City  and  County  should  absorb  a  greater  portion  of  the  cost  to  pro- 
vide health  coverage  to  employees  and  their  dependents.  The  current 
formula  of  contributing  the  average  contribution  for  an  employee  only  , 
for  medical  care,  exclusive  of  optical  and  dental,  of  the  ten  most  pop- 
ulous counties  is  restrictive.  It  provides  only  the  average  contribution 
of  ten  counties;  it  must  be  taken  before  January  of  the  previous  fiscal 
year  which  makes  the  data  stale  by  the  following  July  1st  when  it  be- 
comes effective;  it  does  not  provide  funds  for  dental  care  which  is  now 
considered  a  common  place  employee  benefit;  and  it  does  not  provide  any 
funds  to  defray  the  cost  of  providing  medical  coverage  to  dependents  of 
the  employee. 
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The  cost  of  medical  care  is  currently  exceeding  the  inflation  rate. 
Medical  costs  increased  at  an  annual  rate  of  12.6  per  cent  compared  to 
an  inflation  rate  of  3.h   per  cent  during  the  period,  January  to  July 
1981.  These  escalating  costs  are  passed  on  in  total  to  the  employee 
with  dependents  since  the  City  doesn't  subsidize  dependents  health  care. 
For  example,  medical  premiums  for  dependents  increased  between  6  and  19 
per  cent  for  the  1980-81  Fiscal  Year  versus  1979-80.  Out  of  pocket  costs 
to  the  employee  in  1980-81  ranged  from  $39.85  -  $50.97  per  month  for  one 
dependent  to  $68.20  -  $83. 7k   per  month  for  two  or  more  dependents.  This 
is  a  tremendous  financial  burden  to  most  City  employees.  It  is  a  burden 
for  which  a  remedy  should  be  found  in  the  near  future. 
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